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Organization of the Annual Performance Plan

The organization of the Mineral Management Service's FY 2000 Annua Performance Plan
reflects the Department of the Interior’s approach to improve and streamline the Annua Plan and
to better link the plan with the budget. The revised Annual Plan presents our goals and measures,
and identifies the FY 2000 strategies and resources needed to achieve them, consistent with the
Strategic Plan and budget proposal.

By following this presentation framework, MM S will be able not only to meet the requirements of
the Government Performance and Results Act but aso to promote managerial accountability
through a direct connection with the Strategic Plan, resources, and outcomes. The Annual Plan
links coherently with goals contained in the Strategic Plan. The Annua Plan setsforth in
measurable and quantifiable form the levels of performance for each goal in the budget year. The
Annual Plan also linksto MM S's budget request to Congress for FY 2000. This presentation
provides the decision maker a context by which to make informed decisions on the allocation or
reallocation of resources to better accomplish the mission of the organization.

The Annual Performance Plan for FY 2000 is divided into four sections:

Section | — Introduction and Overview states MM S s mission and addresses additional
Government Performance and Results Act (GPRA) requirements.

Section Il — Mission-Related Goals includes Annual Performance Plan summary and descriptive
goal narrative covering FY 1998, FY 1999, and FY 2000.

Section Il — Means Goals discusses how means goals should be presented.

Section 1V — Performance Measures and Verification provides a simple presentation of MMS's
methods to verify and validate the measured values of actual performance.



Section | - Introduction and Overview
1.1 Introduction

The Minerals Management Service manages the Nation’s natural gas, oil, and other mineral
resources on the Outer Continental Shelf (OCS), and collects, accounts for, and disburses
revenues from offshore Federal minera leases and from onshore mineral leases on Federal and
Indian lands. The MM S was established by the Secretary of the Department of the Interior in
1982 following the Independent Commission on Fiscal Accountability’s recommendation that
proper fiscal accountability and management of the public’s mineral resources would best be
served by an agency devoted solely to minerals management. The Federal Oil and Gas Royalty
Management Act, passed in 1982, established a framework to improve management of Federal
and Indian mineral royalties.

Although arelatively small bureau (approximately 1,700 employees located in 20 cities across the
United States), MM S activities provide maor economic and energy benefits to the Nation,
taxpayers, States and the Indian community -- benefits that have both national and local
significance.

Since 1982, over $98 billion in revenues from mineral activities on Federa lands administered by
MMS, the Bureau of Land Management (BLM), and the United States Forest Service (USFS)
have been distributed by MMS to the Federal Treasury, States, tribes, and individual Indian
mineral owners (allottees). A portion of the revenue distributed to the Treasury goes into
accounts that support the Reclamation Fund and the Land and Water Conservation Fund.
Approximately $900 million in OCS revenues is deposited each year into trust funds to acquire,
restore, and create parks, wildlife preserves, wilderness areas, and recreational facilities.

The OCS continues to play a significant role in our Nation’s energy picture. Currently, MMS
administers nearly 42 million acres of the OCS under lease, which supplies more than 27 percent
of the natural gas and 20 percent of the oil produced in the United States. Since 1954, the OCS
produced some 135 trillion cubic feet of natural gas and 12 hillion barrels of oil. While
development of offshore mineral resources has aready meant billions of dollarsin revenuesto the
United States, MM S is especially mindful of safety and environmenta concerns -- striving for the
proper balance between providing a domestic energy source and protecting sensitive coastal and
marine environments.

The MMS comprises two specialized operating programs, Offshore Minerals Management and
the Royalty Management Program. The Associate Directorates of Policy and Management
Improvement and Administration and Budget and the Office of Communications provide support
for the programs.



1.2 Mission Statement

To manage the mineral resources on the Outer Continental Shelf in an environmentally
sound and safe manner and to timely collect, verify, and distribute mineral revenues from
Federal and Indian lands.

The MMS mission statement is based on the Department’ s mission statement and on mandates
from our enabling statutes using the experience and program knowledge of MM S senior
executives and managers.

Two principles guide us as we fulfill our mission: 1) Be responsive to the public's concerns and
interests; and 2) Work to enhance the quality of life for all Americans.

Our vision is to be recognized as the best minerals resource manager.

Severa bureaus both within and outside the Department manage mineral resources. We want to
set the standard for othersto follow. Already recognized as a progressive and effective bureau,
we want to be recognized as “the best in business.” We intend to realize our vision through high
quality service and information, reduced costs, effective use of automation, and innovation.

The MMS has two broad goals based on legislated mandates:

» Providefor safe and environmentally sound mineral development on the Outer
Continental Shelf and ensure the public receives fair value.

» Providetimely, accurate, and cost-effective mineral royalty collection and disbursement
services.

1.3 Relationship to Departmental Goalg

The Department has developed five broad goals to provide a framework for the numerous and
diverse responsibilities of the Department’ s bureaus.

I Protect the Environment and Preserve Our Nation’s Natural and Cultural
Resources.

Provide Recreation for America.

Manage Natural Resources for a Healthy Environment and a Strong Economy.
Provide Science for a Changing World.

Meet our Responsibilities to American Indians.


http://www.doi.gov/fyst.html

Theindividua bureaus performance management strategies and performance goal's contribute to
the underlying foundation to achieve the Department’ s broad goals. The MMS's activities
support all departmental goals. For example, our “Rigs to Reef” program provides recreational
opportunities for sport fisherman; the mineral revenues generated by the OCS and collected by
MMS' s RMP provide funds for land acquisition programs; and our environmenta research is
made widely available and used by coastal States and other agencies. Our mandated mission and
performance measures contribute most strongly to the following two departmental goals:

I Manage Natural Resources for a Healthy Environment and a Strong Economy
The MMS' s Mission Goals that support this goa are:

e Ensure safe OCS mineral development.

e Ensure environmentally sound OCS mineral devel opment.

» Ensurethat the public receives fair value for OCS mineral development.

e Providefor minera development on the OCS.

» Improve the timeliness and accuracy of payments to States, Indian tribes, BIA offices,
and other Federa agencies.

* Improve the cost effectiveness of minera royalty collection and disbursement services.
» Improve reporters compliance with lease terms, rules, regulations, and laws.

Our ingpection and oversight of industry activities on the OCS have helped to ensure an
outstanding safety and environmental record. During the last 25 years, the OCS has produced
nearly 9 billion barrels of oil with spillage amounting to a fraction of a percent (<0.002 percent).
Our mission godls are to continually improve upon this excellent record.

In addition to over $79 billion in revenue collections from OCS activities, since 1982 MMS has
collected over $19 hillion from Federa onshore leasing activities administered by BLM. These
revenues provide economic benefits to the States, tribes, Land and Water Conservation Fund land
acquisition, and Reclamation Fund water projects as well as the General Treasury. Revenue-
related mission goals focus on accuracy and timeliness of collections and disbursement and
industry compliance.

I Meet our Responsibilities to American Indians

The RMP Goals that help the Department achieve its overarching goal of trust responsibility are:



P Provide timely, accurate, and cost-effective mineral royalty collection and disbursement
services.

P Provide Indian tribes with increased opportunities for education and for assuming
functional responsibilities with respect to the Royalty Management Program.

Since itsinception, MM S has collected and distributed over $2 billion in mineral revenues to
Indian tribes and alottees. Our mission goals focus on accuracy and timeliness of collections and
disbursement and industry compliance to ensure tribes and all ottees receive all monies due to
them.

The MMS offers a number of opportunitiesto tribes, including on-line monitoring of royalties and
accounts, learning the royalty collection processes through a new internship program for tribal
employees, and handling royalty audit work through cooperative agreements. These efforts will
assist the tribes in assuming royalty functions.

1.4 Linkage to Strategic Plans and Budget

This Annual Plan islinked directly to the through the mission goals and long-term
performance goals. The MMS Strategic Plan consists of broad mandated strategic goals that are
defined by qualitative mission goals, which then are quantified by outcome-oriented, long-term
performance goals. The Annua Plan linksto the Strategic Plan by determining the annual target
of performance to meet the long-term performance goals used to determine mission goal
achievement.

The target percentages and numbers in these bureau-wide goals were developed by technical and
program experts at various levels throughout the organization based on guidance provided by
MMS senior officials. Senior officials identified and prioritized the results to be achieved during
FY 2000 in order to achieve the longer-term strategic goals. Technical and program experts
identified the resources and specific actions needed to achieve these results. Resource allocations
and workplans for each organizational unit will be tied to this plan.

In accordance with the Office of Management and Budget’s (OMB) Circular A-11, section 220.8,
the budget figures presented in this document are at the mission goal* level. The budget figures
for mission goals are smaller, re-aggregated components of the subactivities and program
activities presented in the Summary of Requirements tables and Programming and Financing
Schedules based on workload and other allocation methods.

OMB Circular A-11 requires that each program activity in an agency’s Program and Financing
Schedule (P& F) be covered by a performance goal or indicator. An agency may choose to
substitute a“ GPRA program activities structure,” which is devel oped by “consolidating,
aggregating, or disaggregating the program activities included in the P& F schedules’. For MMS,
our mission goals equate to the GPRA program activities.
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1.5 Additional Annual Performance Plan Requirements
1.5.1 Customer Service Standards

The MM S is guided by four Customer Service Standards to ensure quality service to our
customers. We have made significant contributions to our customers under each of these
standards.

*  We will focus on providing you excellent service.

Electronic Commerce -In response to many in industry who want to move away from paper
reporting, MMS is making substantial progress toward our goal of receiving all incoming
production and royalty reports in electronic form. The MMS also is applying electronic
commerce to the bid submission process for oil and gas lease sales and current operations reports.
We also provide agreat deal of information viathe Internet.

Plain Language initiatives -Since our business is regulation-based, our customers must
understand regulations. We have committed to developing clearer “plain language” regulations.

* We will consult with you as we address issues that affect you.

Outreach Workshops - The RMP has held more than 40 outreach workshops with our
constituents over the last 2 years to move from conflict toward consensus on many different
issues, including implementation of the Federal Oil and Gas Royaty Simplification and Fairness
Act of 1996 (RSFA), reengineering, Royalty-In-Kind (RIK), and oil and gas valuation. The
RMP aso joins the Indian Minerals Steering Committee (IM SC) in sponsoring ongoing “listening
conferences,” where alottees and tribal representatives can ask guestions and voice concerns.

The MMS s OMM also has conducted workshops on deep water development issues, has
ingtituted an annual Environmental Forum to open channels of dialogue between MM S and other
members of the ocean community, and has organized an Offshore Regulator’s Forum at the 1998
Offshore Technology Conference, which proved to be very productive.

Partnerships - Partnerships provide an avenue for State, Indian, industry, and other constituency
involvement in refining RMP's future business processes, delineating reporting requirements, and
leveraging information technology to achieve 21st century business goals and objectives. The
RMP regularly participates in quarterly meetings of the State and Tribal Royalty Audit
Committee, providing information and receiving input on policy formulation and regulatory
development.

The OMM likewise has pursued numerous partnerships to facilitate the successful implementation
of its mission goals and improve its relationships and communication with its constituents and
sister agencies. For example, MMS has engaged in a number of cooperative agreements with
coastal States for the purpose of determining the need for OCS sand resources to combat severe
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coastal erosion. These partnerships have involved States from the Atlantic northeast to the Gulf
Coast.

Minerals Management Advisory Board - To obtain timely and constructive advice on policies,
procedures and issues affecting MM S royalty and offshore programs, the Department established
the Minerals Management Advisory Board, comprising four committees:

e OCS Policy Committee

¢ Royalty Policy Committee

e OCS Sientific Committee

» Alaska OCS Region Offshore Committee

These committees include representatives from States, tribes, Indian allottees, industry, Federal
agencies and the public. The committees provide advice to the Secretary or other departmental
officials in implementing the laws, rules, leases, and agreements that MM S administers. The
committees also conduct open public meetings, workshops, and conferences throughout the year.

Alternative Dispute Resolution - The MMSisusing ADR to support key functions by
improving communications and devel oping better relationships with employees, customers, and
constituents; creating opportunities to resolve disputes using a wide range of solutions; and
reducing costs and processing times associated with litigation and appeals.

* We will actively seek opportunities to coordinate with other government entities to
provide better service to you.

The MMS coordinates with the Bureau of Indian Affairs (BIA), BLM, the Office of the Special
Trustee, USFS, the Army Corps of Engineers, the U.S. military, the U.S. Coast Guard, State
governments, Indian tribes and allottees, and industry to improve overal MMS performance.

* We will improve our information technology infrastructure to increase your access to
MMS information.

Automated Data Access - The MM S manages and maintains a sophisticated configuration of
automated systems to ensure that the large volume of data collected by MMS is accurately
processed, maintained, and made readily available for internal use and for the States, tribes, BIA,
BLM, and other agencies.

Wide Area Network Links to States and tribes - The MMS has completed a 2-year project to
expand its Wide Area Network to the offices of 17 States and tribes that have entered into
cooperative audit agreements with MMS. These offices now can effectively access MM S E-mail,
bulletin boards, and computer applications. This provides the State and tribal auditors with faster
and more effective access to the data they need, and provides for better communications with
each other and with MM S steff.



1.5.2 Use of Non-Federal Parties in Preparing this Annual Performance Plan
This Annua Performance Plan was prepared solely by MM S employees.
1.5.3 Crosscut Issues

The portion of the royalty management reengineering initiative that impacts Indian programs and
contributes to trust management improvements has been designated as one of 13 maor sub
projects in the Office of the Special Trustee High Level Implementation Plan. The MMSisfully
aware of its Indian trust responsibilities and through implementation of its reengineering design
concepts will better be able to effectively discharge these responsibilities and support the
Secretary’ s Indian trust management improvement goals.

The MMS s part of the Department’s IMSC, which acts as a forum to facilitate the resolution of
Indian mineral resources and royalty management issues.

In 1992, the Department created a tri-agency office in Farmington, New Mexico, to coordinate
the mineral activities of BIA, BLM, and MMS. The objectives were:

» Ensure that the Secretary's legal responsibilities as a trustee are performed and that the
Department's statutory requirements in mineral lease management are met for individua
Indian mineral ownersin the four corners region.

* Provide a mechanism to increase and otherwise improve communication with and
between the four cornersindividual mineral owners and the Department regarding
mineral leases, production, and royalties.

We currently are evaluating the success of the Farmington pilot project to determine whether to
expand the concept to other locations.

Additionaly, MMS coordinates and prioritizes research needs with the U.S. Geological Survey
and participates on various mapping standardization committees to ensure data and information
can be shared across all bureaus.

Many offshore activities are coordinated with agencies such as the Environmental Protection
Agency, National Oceanic and Atmospheric Administration, and the Coast Guard. These efforts
have streamlined reporting requirements for the regulated community, and avoided duplication of
workload by Federa staff.

Our coordination with the Coast Guard is an excellent example. Operators used to report oil spill
data to both the Coast Guard and MMS. To eliminate this duplicative reporting, industry now
reports only to the Coast Guard, whose regulations require that al spill data be reported. The
Coast Guard furnishesto MMS only the spill data that is needed to meet our requirements.



Additionally, MMS and the Coast Guard have just completed a Memorandum of Understanding
that clearly defines which agency is responsible for the oversight and inspection of the numerous
offshore pipelines. In the past, the MM S/Coast Guard regulatory boundary was the point at
which control passed from the producer to the transporter. Recent changes in corporate structure
and marketing conditions have made it difficult to determine this transfer point. A workgroup of
industry, MMS, and Coast Guard staff decided that the offshore producers and transporters were
in the best position to determine this transfer point, report the location to the agencies, and visibly
mark the transfer points. The MMS and Coast Guard will apply their respective regulations to the
appropriate pipeline segment. Thiswill eliminate conflicting or confusing requirements on the
regulated community.

1.5.4 Management Issues

By continually reviewing and adjusting to changes in the oil and gas industry or to new legidation,
MMS has addressed and resolved management issues as they have developed. Over the years,
MMS has found ways to simplify and streamline our processes and reengineer others and will
continue to do so. As we move to implement the goals we have established, MM S will
incorporate a variety of approaches and strategies. We will improve our decision making process,
apply modern information systems to improve work quality and service, maintain a high level of
scientific expertise, base decisions on high quality science, issue regulations that focus on results
rather than processes, and reward innovation.

The Department’ s Office of the Inspector General (OIG) is working with bureaus to improve
management in many areas. Pertinent to MMS isthe OIG’s past and current work related to
revenue collections. The MMS has completed al recommendations in the Negotiated Royalty
Settlements audit (No. 96-1-1264). By FY 2002 with the resources requested in this Plan,
MMS' s reengineering initiative will have addressed all recommendations in the RMP Automated
Information Systems audit (No. 97-1-1042). The MMS has completed part of the Selected
Aspects of the RMP, MM S audit (No. 96-1-1255); though we agree in principa with the
remaining portion of this audit, we are unable to implement these recommendations at this time.
Two OIG audits included no recommendations:

» Biennial Report on the Federal Royalty Management System for FY 1994-1995 (No.
97-10-408)
» Royaty Gas Marketing Pilot, MMS (No. 96-1-786).

In 1998, MM S compl eted its response to three remaining items contained in an OIG report that
audited the agency’ s inspection and enforcement practices. The first item dealt with the
documentation of procedures used for dealing with potentially dangerous working situations
involving offshore operations. The MM S turned to its Safety and Environmental Management
Program (SEMP) process and industry Recommended Practices (RP) 75, which provide for a
performance based system for ensuring that safe working conditions and practices are established.
The MMS adso initiated a system for tracking performance that will help the agency determine
whether frequent violators should be disqualified from operating on the OCS.
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The OIG report also recommended that MM S require that inspection documents leave a clear
record of inspection results and that these documents receive supervisory review before being
entered into the MM S information management system. The MMS has established guidelines for
inspector reports and requirements for supervisory approval of those reports that fully address the
OIG recommendations.

The MMS has published a Y 2K readiness statement on the Internet. The MMS has four mission
critical systems. The MONTCAR and PRESTO systems were designed to be Y 2K compliant.
The TIMS and RMP systems were renovated with work completed 1 month ahead of schedule
and 28 percent under original cost estimates of $2.1 million. Implementation of the renovations
to the TIMS and RMP systems occurred in the latter part of 1998 - as was independent
verification and validation of Y 2K compliance for these systems.

The RMP has completed the mission critical systems portion of the Year 2000 project. Testing
was completed in October 1998, implementation was completed in November 1998, and an
independent validation and verification was completed in December 1998. These systems
comprise approximately 1.3 million lines of COBOL code and over one-haf million lines of
ADS/Online code. The RMP has completed the evaluation of hardware and vendor software on
both client/server and mainframe platforms for Y ear 2000 compliance. Necessary remediation is
on schedule.

The MMS is now dealing with embedded and telecommunication system compliance with Y 2K.
With respect to telecommunications, about 80 percent of MM S routers and telephone exchanges
are compliant and the remainder will be compliant by March 1999. Embedded systems require
more work; renovations time frames and costs are being finalized. The MMS now will give
greater attention to business continuity plans and take steps to work with Offshore operators to
ensure that their Y2K programs are sufficient to prevent potential safety concerns or oil spill
hazards.

1.5.5 Adjustments to the Strategic Plan

The MMS is making the following minor adjustments to its Strategic Plan through this document:
1. Toimprove the correlation between the its bureaus Strategic and Annual Plans, the
Department has set and defined common terms to be used in GPRA plans. The MMSisrevising
the terminology in its Strategic Plan to match the Department’s model. The following crosswak

briefly describes the terms and hierarchy used in this Annual Plan as compared to the current
Strategic Plan.
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Terms Definitions and Examples
Used in this Used in MMS's
FY 2000 Strategic Plan
Annual Plan for 1997-2002
Goal Categories | Mission Goals | Broad, permanent goals based on MMS' legislated mandates.

Example: Provide for safe and environmentally sound mineral
development on the OCS and ensure the public receives fair value.

Mission Goals

Performance
Objectives

The consolidation, aggregation or disaggregation of program
activities that are covered or described by a set of performance

goals. Defines how a bureau will carry out its mission and are
usually outcome oriented.
Example: Provide for mineral development on the OCS.

Measurement
Indicator

Long term goal A description of the intended result, effect, or consequence of a
program. Provides a measurable indication of future success.
Example: By 2002, show a reduction in the rate of decline in the
reserves-to-production ratio below the 1990-95 rates of 0.84/year

and 0.32/year for oil and gas, respectively.

Annual
Performance
Goal

Not applicable | The annual increment of the longer term goals. Contains a target
level of performance to be achieved in a particular year.
Example: In 2000, the rate is estimated to decline to 0.82/year and

to 0.31/year, for oil and for gas, respectively.

2. The MM S will be removing the administrative and human resources goals in the next formal
revision to the Strategic Plan. In the interim, these goals will no longer be considered part of the
Strategic Plan and will not be included in the Annua Plan or in the annual report. (See

Section I11.)

3. The RMP customer service and communication mission goal is being deleted at thistime
because we will have no data to report until after 2002. The MMS has suspended changes to
current processes and systems in order to focus resources on our long-term reengineering efforts.
We do not plan to do another formal customer survey until after 2002, when reengineering
processes and systems have been implemented and customers have had an opportunity to know
how well they serve their needs. However, as we reengineer, MMS is incorporating information
from previous customer surveys and continuing outreach sessions.

4. The MMS is changing the goal relating to electronic reporting (see Sections |1.1F and 11.2F)
from increasing the percentage of royalty reports, production reports, and dollars received
electronically to 100 percent to increasing the percentage of royalty reports, production reports,
and dollars received electronically to 99 percent for royalty reporting, 99 percent for production
reporting, and 96 percent for dollars received. We aso changed the target date from FY 1999 to
FY 2000.
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As discussed in detail under Section I1.1F, about 50 percent of our production and 80 percent of
our royalty data lines are submitted electronically. The MMS published a proposed rule in April
1998, mandating 100 percent electronic reporting. We plan to issue the final rulein 1999. It will
include hardship exclusions and/or exclude companies based on the number of lines they report
annually. The 100 percent target was adjusted because of these exclusions.

The MMS has committed to a FY 1999 and 2000 project, outsourcing the conversion and
ongoing support of the required electronic infrastructure and contracting with industry expertsin
electronic commerce. This plan provides for the remaining companies to be converted by

FY 2000. Based on this plan, we extended the deadline for companies to report electronically to
2000.

1.5.6 Capital Assets/Capital Programming

The MM S submitted a Capital Asset Plan and Justification to OMB in 1998 for its major
reengineering project, which will enable RMP to implement new applications and technologies
supporting its future concept of royalty collection and disbursement operations. The
modernization of RMP' s information technology environment responds to oversight agency
recommendations and the reengineering team’s conclusions that existing systems cannot
efficiently support reengineered business processes.

Current systems were implemented in the early 1980's and have been subjected to thousands of
changes to meet an ever expanding mission. Today’s environment is complex, inefficient, difficult
to change, and expensive to maintain. The mix of aging mainframe-based systems and substantial
changes needed to support reengineered business processes represents a major risk to future
systems reliability and operationa stability. These factors could jeopardize RMP s ability in the
future to achieve GPRA-based performance objectives such as timely and accurate disbursement
of receipts. Once implemented, the new systems will give MMS the flexibility to disburse funds
throughout the month, thus increasing the timeliness of disbursement.

In addition to dividing implementation into distinct modules reflecting the two core business
processes---finance and compliance and asset management--the “ Spiral Model” for software
development will be employed. Thisincremental approach breaks implementation into smaller
definable entities of short duration--typically an iterated cycle of 3 to 6 months. This respondsto
Clinger-Cohen guidelines calling for system development cycle times of no more than 18 months.

The recommended IT investments include implementation of arelationa database management
system, workflow/case management tools, and commercia off-the-shelf accounting products.
The introduction of ahost of automated analytical tools and enhanced use of the capabilities of
the world-wide web for reporting and information exchange also is contemplated. The RMPis
confident that the recommended reengineering improvements, coupled with amodernized IT
environment, will dramatically improve the overall performance of its accounting and compliance-
related business processes and ensure that future mission requirements are fulfilled at the lowest
possible cost.
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Recent OIG reports calling for modernization of RMP systems estimate that, once implemented,
annua operationa savings of $2 million will be realized. Revised and simplified reporting
recommendations will reduce reporting burdens on both industry and RMP. Incorporated in these
changes are recommendations of the Royalty Policy Committee, which by themselves were
estimated to save $1.5 million annually. The reengineering team estimates that oil and gas royalty
reporting alone will be reduced 40 percent. Furthermore, these simplified reporting schemes will
save the minerals industry additional millions.

While these tangible benefits are significant, there are important intangible benefits aswell. This
project will produce significant improvements to RMP s outputs and operational benchmarks that
support its mission goals. Without a reengineered system, RMP cannot readily meet all RSFA
requirements; particularly the delegation of functionsto States. The modernization also will allow
RMP to disburse funds earlier than the law requires, thus increasing the timeliness of payments.

The MM S is requesting atota increase of $10 million for royalty management reengineering in
FY 2000, which will enable development and implementation of RMP' s new financial systems
module. The reengineering changes will be phased in over a 2- to 3-year period, with the
development and implementation of the compliance and asset management module scheduled to
begin in October 2000. The implementation of the new compliance and financial modules will
continue through FY 2000 and FY 2001, and are targeted for completion in September 2001.
Following final implementation, we anticipate this effort will produce significant improvements to
RMP s outputs and operational benchmarks and significantly impact all of RMP s mission goals
and measures.

1.5.7 Waivers for Managerial Accountability and Flexibility

No requests for waivers of administrative requirements to provide managerial flexibility are being
requested in this plan.

Section Il - Mission-Related Goals

This section provides MMS's Annual Performance Plan for the budget year FY 2000, presents the
current year FY 1999 targets, and provides prior year FY 1998 and FY 1997 baseline data, if
applicable. The format for the goal section consists of narrative and Exhibit A for each mission
goal. Exhibit A displays the relationship of the mission Goal, long-term goals, annua goals, and
supporting performance measures.

It isimportant to note that several of the goals contained in this plan rely heavily on the actions of
other parties, including industry, States, and tribes. While MM S may not have direct control of
all factors that contribute to the achievement of these goals, it can and does exert significant
influence through its programs to cause improvement in these important outcomes.
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1.1 GPRA Program Activities
I1.L1A Mission Goal: Ensure safe OCS mineral development.
11.1.1A Description

This goal pertainsto MMS efforts to reduce to the lowest possible level offshore accidents that
impact the people, facilities, and environment involved in OCS activities. The MMS has
developed an index that takes into account various types of accidents and their relative severity to
help determine how well this goal is being met.

11.1.2A Strategic Issues

By 2002, show a decrease in the accident index below the 1996 level of 0.612 with an FY 2000
annual goal of 0.588. The accident index takes into account the severity and risk of various
OCS activities. In the extreme, if each activity had resulted in the most severe type of accident,
the 1996 index would have been 298. This measure indicates whether offshore operators, and
MMS oversight, are improving upon an aready excellent safety record.

Significant factors: Factors having an impact on this mission goal include: a) the rapid evolution
of new technology to meet the challenge of offshore deepwater exploration and development,

b) the changing face of the offshore industry and labor pools - mergers and downsizing that
preceded recent activity upturns resulted in the loss of experience, and c) petroleum price
fluctuations that may result in company decisions to reduce operational overhead expenditures,
which could include maintenance schedules and related staff. These factors place an additional
burden on the MM S inspection and compliance program.

Operational processes: The primary procedures used by MMS to ensure safe mineral
development on the OCS include @) inspections of drilling and production facilities, b) co-
development and improvement of avoluntary safety and environmental management plan with
industry, c) ensuring effective training programs for safety and pollution prevention, and

d) enforcing civil penalties program for non-compliance.

Resources: To fund the numerous activities required to maintain the excellent offshore safety
record, in FY 2000 MMS is requesting $45.469 million and 338 FTE with backgroundsin
petroleum engineering, offshore production and operations, geology, computer and statistical
analysis, management, and various support services. These figures include a pro rata share of
General Administration Activity support costs.

11.1.3A Related Budget Accounts, Budget Activities, Subactivities
1.  Account: Royalty and Offshore Minerals Management, OCS Lands, Leasing &

Environment
2. Account: Royalty and Offshore Minerals Management, OCS Lands, Regulatory
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3. Account: Royalty and Offshore Minerals Management, OCS Lands, Information
Management
4.  Account: Oil Spill Research, Oil Spill Research

11.1.4A Proposed Legislation
No legidation is proposed at thistime.
11.1.5A Impact of FY 2000 Budget Changes

International Activities: The MM S will direct $0.125 million to participate in international fora
such as the efforts of the International Standardization Organization (1SO) to develop regional
guidelines and standards that may impact the domestic oil and gasindustry. A similar amount will
be redirected to support our mission goal to ensure environmentally sound OCS minera
development. Thisisdiscussed inthell.1.B goal section. The allocation is not for technical
assistance for foreign governments — it isonly for participation in international groups focused
on standard setting, such as the SO and International Maritime Organization.

The MMS s participation in these internationa efforts will improve the likelihood that the high
safety and environmental standards used domestically may be adopted with appropriate regional
variations worldwide. The U.S. is bordered by oil and gas producing countries whose activities
impact our marine and coastal environments. By encouraging standardization throughout the
industry, information and data pertaining to safe operations can be more readily shared between
countries, safety equipment can be built and operated to common (and higher) standards, etc.
These outputs will improve our understanding of safety factors and will also decrease the
potential for negative impacts to the OCS environment. The knowledge gained from these
international efforts will help to ensure that the number and severity of OCS accidents will
continue to decline in the outyears. The effect of the proposed increase will be reflected in
outyear annual performance goal targets.

In addition, these funds will enable MM S to respond to increasing requests from the Department
of State to provide technical input and monitoring of instruments of international law and
organizations that bear upon MMS' s domestic regulatory authority/domain. The MMS will
continue to assist and monitor the activities of the Convention on the Law of the Sea, the London
Convention 1972, the International Convention for the Prevention of Pollution from Ships, and
the Gore-Primakov Commission. Of particular note are the issues of drilling mud discharges and
platform removal requirements that are being discussed in international fora. These issues bear
directly on U.S. offshore oil and gas operations.

Gulf of Mexico Activities: The MMSisrequesting $1.4 million and 9 FTE to increase staffing in
the newly formed Lake Charles District ($0.5 million and 5 FTE), which already has exceeded its
planning target of 70 production platforms, and administrative support staff ($0.4 million and

4 FTE). Therequest aso includes additional helicopter leasing costs ($0.5 million). Thisincrease
will allow MM S to maintain an optimum inspection strategy, meet with operators on a regular

15



basis to perform annual safety performance reviews, and collect and analyze safety data to identify
and resolve potentia problems. These actions will ensure that this newer District achieves the
same high safety record as the OMM’s Gulf of Mexico Region has historically maintained.

The proposed increase will help maintain the high level of annua performance in the outyear goal
targets. Although this request also supports our mission goals to ensure environmentally sound
OCS mineral development and to provide for mineral development on the OCS, the proposed
increase most directly supports, and funding has been attributed to, this mission goal.

Marine Minerals Research Centers (MMRC) were reauthorized under the Marine Minerals
Resources Research Act of 1996 and placed under the Department’s oversight. The MMRC at
the University of Mississippi was funded in the amount of $0.6 million in FY 1999 and MMS is
managing the program. The MMRC mission is to conduct research on the exploration and
extraction of minerals from the seabeds of the continental shelves, deep ocean, and arctic regions.

The MMS recognizes the importance of the investigations and technological development that
this center pursues, particularly the longer term research. However, due to priorities for oil and
gas exploration and extraction oversight, MM S is proposing to eliminate MMRC funding in

FY 2000. Of the $0.6 million, $0.3 million is apportioned to this goal .

The proposed reduction will not impact our goa achievement.
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11.2A

Exhibit A - Performance Plan Detail and Narrative

FY 2000 Annual Performance Goal Detail and Narrative

Exhibit A displays the relationship of the mission goal, long-term goals, annual goals, and

supporting performance measures.

A.  Ensure safe OCS mineral development.

FY 1999 FY 2000
Enacted | Proposed
BA
(000') (000')
Mission Goal: $43,024 $45,469

Long-term Goal

. By 2002, show a decrease in the accident index below the 1996 level of 0.612.

FY 2000 Annual Performance Goal:
» Achieve an accident index not greater than 0.588. (01.01.01.01.00)

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to [Proposed
Plan [Actual | Congress
1. Accident rate (ratio) n/a 0.600 | 0.583 0.594 0.588

Note: All figures include amounts from annual appropriations and offsetting collections and
include a prorata share of General Administration support costs.

Goal Purpose:

The Outer Continental Shelf Lands Act (OCSLA) requires that “ operations on the Outer
Continental Shelf should be conducted in a safe manner by well-trained personnel using
technology, precautions, and techniques sufficient to prevent or minimize the likelihood of
blowouts, loss of well contral, fires, spillages, physical obstruction to other users of the waters or
subsoil and seabed, or other occurrences that may cause damage to the environment or to
property, or endanger life or health”. The Mission and annual goal for 2000 directly addresses
this aspect of the law by employing a performance based approach to industry regulation rather
than relying on more prescriptive rules. Through this approach MM S has been able to work more
effectively with industry to reduce accidents and improve the safety of offshore operations.

Other Federa legidation applies to this aspect of MM S regulatory responsibilities such asthe
Occupationa Safety and Health Act of 1970.
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Status:

The move into deep water and overall heightened industry activity have increased both the level
and complexity of monitoring OCS operations. The number of operators has grown over the past
severa years from approximately 100 to over 130. Some of these operators are not as
experienced as the more tempered operators and require more oversight. Thisis coupled with the
fact that the offshore industry downsized significantly before the recent increase in activity, which
reduced the skilled labor pool. The presence of workers without much offshore experience is
placing an added burden on the inspection and compliance program. However, the development
of the Safety and Environmental Management Program (SEMP), which gives companies more
latitude in the manner in which they meet safety targets, is designed to cope with changing
conditions in industry and is expected to produce the desired performance outcomes for the
annual goal for 2000.

Goal Achievement:

The performance achieved for FY 1998 surpassed the targeted level by .017. The MMS has not
yet determined what conditions contributed to exceeding projections; therefore, MMS has
retained outyear targets that are above the 1998 performance level, but continue to reflect
projected improvements upon the base year.

To meet the year 2000 annual target of decreasing the accident index to no greater than .588,

MM S will inspect drilling and production facilities using both annual and unannounced
inspections, require that offshore workers receive effective training on safety and pollution
prevention operations, participate as a member of an industry effort to promote voluntary use of
SEMP, participate in the International Regulators Forum, hold Annual Performance Reviews with
offshore industry operators, and review and approve many of the actions required by industry to
explore and develop resources. The MMS will continue to operate its civil penalty program to
deal with operators who do not comply with safety requirements. Our Technology Assessment
and Research Program will assess the current, safety-related technol ogies used by the oil and gas
industry and research improvements. The FY 2000 measure also reflects the outcome of previous
years efforts to improve safety.

The OCS program will continue to focus on safety issues related to: the increased exploration and
development activity in the Gulf of Mexico (the number of leases has grown by 800 to 7,855 in
1998), and activity in deepwater (400-800 meters) and ultra deep water (> 800 meters). Itis
anticipated that the following actions will ensure the accident index continues to decrease in the
future:

* proposing arule to implement a performance based training program for industry

employees rather than the current prescriptive type program where industry staff attend
MM S-certified schoals,
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e proposing arule to provide MM S with the ability to disqualify an operator upon
sustained poor performance;

» team inspections with members from industry, MMS, Coast Guard, and State and local
agencies (this approach pools resources and maximizes expertise); and

* MMS assistance to operators involved in a Performance Measures Pilot Project to
improve operator’s audits of their own SEMP plans.

To fund the numerous activities required to maintain the excellent offshore safety record, in
FY 2000 MMS is requesting $45.469 million and 338 FTE with backgrounds in petroleum
engineering, offshore production and operations, geology, computer and statistical analysis,
management, and various support services. These figures include a pro rata share of General
Administration Activity support costs.

Benefits Derived:

By achieving 2000 annual targets, MM S will provide benefits that include protection of human
and natural resources and cost savings realized from avoidance of injury, property damage,
environmental pollution, loss of resources and revenues and other associated impacts. This goal
provides benefits to commercial and recreational users of the ocean and coastal environmentsin
or adjacent to OCS operationa areas. The MMS aims to improve the offshore safety record and
increase public confidence that OCS activities can and will continue to operate in the safest
manner possible.

11.1B  Mission Goal: Ensure environmentally sound OCS mineral development.
11.1.1B Description

This goa isfocused on meeting an important mandate of the OCSLA - to provide environmental
safeguards on the orderly development of resources on the OCS. The MMS s nearing
completion of a strategy for assessing the degree of impact that may occur from mineral
developmental activities on the OCS. The methodology under development will help MM S
determine how effective its mitigating measures and other actions are in preventing adverse
environmental impacts. The MMS also is monitoring oil spills from OCS activities and devising
ways to reduce the incidents of pollution accidents.

11.1.2B Strategic Issues

By 2002, show a decrease in the number of environmental impacts per OCS mineral
development activity below the 1998 baseline level. Thisgoal will determine how effective

MM S-imposed mitigation measures are in preventing environmental impacts. To produce in
certain environmentally sensitive areas, MMS requires industry to use special operating
procedures to prevent environmental degradation. Staff are finalizing methods to measure these
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environmental impacts. The FY 2000 godl is to reduce impacts below a soon to be devel oped
baseline. Sinceit is not feasible to quantify all potential impacts in the marine environment, this
measure serves as an indicator, not an absolute measurement, of environmental impacts and
should be used only for comparative purposes between years.

By 2002, show a decrease in the amount of oil spilled below the 1992-1996 average level of

5.09 barrels spilled per million barrels produced with an FY 2000 annual goal of 5.06 barrels.
Thislong term goa was established to serve as a provisional indicator until a more comprehensive
indicator, covering a broader range of potential environmental impacts, could be developed (see
discussion immediately above). Incrementa improvement in thisindicator is difficult to obtain
owing to increasing production levelsin the OCS, and the major oil spill reductions that have been
achieved. Since 1975, average annua spill levels have been reduced by more than 90 percent.
Nevertheless, MMS is continuing to work with industry to keep OCS oil spills at these low levels
and to find ways to improve on each prior year’s record.

Significant factors: The MMS has amassed a tremendous volume of scientific data and analysis
that is used to make decisions on the location and extent of petroleum exploration and
development on the OCS and to establish mitigation measures specific to certain leases. The
preponderance of information is pertinent to the widely explored areas outside of the new
deepwater trend. The success of exploration and production in the deep water points to
continuing interest in this new frontier and to the need for additional information to adequately
assess the impacts of deep and ultra deep water activities on that environment.

Operational processes: Through 1998, the MM S Environmental Studies Program has expended
almost $650 million for needed studies. These studies are an integral part of the MM S decision-
making process, as is the preparation of environmental impact statements and environmental
assessments. The MM S also conducts post-lease studies and established mitigation measures to
minimize adverse impacts.

Resources: To fund the necessary operations required to maintain the excellent OCS
environmental safety record, in FY 2000 MMS is requesting $48.966 million and 238 FTE with
backgrounds in marine and biological sciences, computer and statistical analysi's, socioeconomics,
management, and support services. These figuresinclude a pro rata share of General
Administration support costs.

11.1.3B Related Budget Accounts, Budget Activities, Subactivities

1.  Account: Royalty and Offshore Minerals Management, OCS Lands, Leasing &
Environment

2. Account: Royalty and Offshore Minerals Management, OCS Lands, Regulatory

3. Account: Royalty and Offshore Minerals Management, OCS Lands, Information
Management

4.  Account: Royalty and Offshore Minerals Management, OCS Lands, Resource Evaluation

5. Account: Oil Spill Research, Oil Spill Research
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11.1.4B Proposed Legislation
No legidation is proposed at thistime.
11.1.5B Impact of FY 2000 Budget Changes

International Activities: The MM S will redirect $0.125 million to participate in the International
Standardization Organization efforts to develop regional guidelines and standards that may impact
the domestic oil and gas industry, and to provide further technical assistance to foreign countries
in support of U.S. policy objectives. A similar amount will be used to support our mission goal
to ensure safe OCS minera development, as discussed in the previous goal section. The
international increase is not for technical assistance for foreign governments - it is only for
participation in international groups focused on standard setting, such as IMO and 1SO.

MMS participation in these international efforts will improve the likelihood that the high safety
and environmental standards used domestically may be adopted with appropriate regiona
variations worldwide. The U.S. is bordered by oil and gas producing countries whose activities
impact our marine and coastal environments. By encouraging standardization throughout the
industry, information and data pertaining to safe operations can be more readily shared between
countries, safety equipment can be built and operated to common (and higher) standards, etc.
These outputs will improve our understanding of safety factors and will also decrease the
potentia for negative impacts to the OCS environment. The effect of the proposed increase will
be reflected in outyear annual performance goal targets.

11.2B FY 2000 Annual Performance Goal Detail and Narrative
Exhibit A - Performance Plan Detail and Narrative

Exhibit A displays the relationship of the mission goal, long-term goals, annual goals, and
supporting performance measures.
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FY 1999 FY 2000
Enacted | Proposed
BA
(000's) (000's)
Mission Goal: $48,364 | $48,966
B. Ensure environmentally sound OCS mineral development.

Long-term Goal

. By 2002, show a decrease in the number of adverse environmental impacts per OCS
mineral development activity below the 1998 baseline level.

FY 2000 Annual Performance Goal:

» Show a decrease in the number of adverse environmental impacts per OCS mineral
development activity below the 1998 baseline. (01.02.01.01.00)

Performance Measure FY FY 1998 FY 1999 |FY 2000
1997 Plan to [Proposed
Actual | Plan [Actual | Congress
1. Environmenta impacts n/a i) n‘a |less0.5-1%| TBD

Long-term Goal

5.09 barrels spilled per million barrels produced.

By 2002, show a decrease in the amount of oil spilled below the 1992-1996 average level of

FY 2000 Annual Performance Goal:

e Show a 0.01 barrel decrease each year in the amount of oil spilled below the 1992-
1996 average 5.09 barrels spilled per million barrels produced.(01.02.02.01.00)

Performance Measure FY FY 1998 FY 1999 |FY 2000
1997 Plan to [Proposed
Actual | Plan [Actual | Congress
2. Decrease amount of oil spilled n/a 5.08 | 470 5.07 5.06

Note: All figures include amounts from annual appropriations and offsetting collections and
include a pro rata share of General Administration support costs.

1/ Basdinewill be established by March 1999.

Goal Purpose:

The OCSLA directs that mineral resources of the OCS “be made available for expeditious and
orderly development, subject to environmental safeguards.” The law also recognizes the risks
that are posed from such development and directs that operations should be conducted so asto
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avoid environmental damage. This goal addresses environmental protection. The long term goal
and related FY 2000 annual goal focus on one aspect of potential environmental impact, oil spills.
The MMS is considering awider array of potential environmental impacts that will supplement or
replace this measure in the agency’ s next strategic plan.

Status:

Aswas the case for the previous goal, MM S does not have primary control over the desired
outcome. For example, some spill incidents are caused by commercial vessel activity; e.g., anchor
dragging that may perforate a pipeline. Regulation of such commercial vesselsis not under the
purview of MMS. Neither can MM S ensure that proper practices and procedures are followed on
every petroleum facility operating on the OCS at al times. The MM S does impose regulations,
sanctions, and civil penalties and encourages the cooperative development of practices that will
result in the fewest possible incidents and lowest possible severity of environmental harm. This
combined approach has been successful.

In fact, during the past 30 years, MM S has worked hand and hand with industry to realize a
tremendous reduction in the amounts and number of incidents of spilled oil products. Between
1969 and 1975 OCS spillage rates were on the order of 200 barrels per million barrels produced.
The MMS and industry working together have seen those rates plummet to an average range of
about 5-20 barrels per million barrels produced. We are now looking at spillage on the order of
drops per barrel produced. The MMS will to do its utmost to keep these rates at extremely low
levels. Achieving azero level of incidents would be extraordinary, given the improbability of
avoiding every human error, mechanical failure, or natural disaster that may contribute to a spill.
Consequently, annual goals do not aim at improbable targets, but at persistent and incremental
improvements.

Goal Achievement:

Performance results for the MMS oil spill indicator exceeded, for the better, the targeted level by
8 percent in 1998. Annual rates are strongly affected by a single large spill. Even though total
spill incidents decline significantly, asingle large spill can skew what would otherwise have been
an exceptionally good annual record. In 1998 there were no large spills that would have pushed
the performance result up to or beyond the 1998 target. There may be other factors outside of
MMS control that may have contributed to the positive outcome, but such factors have not yet
been isolated. Because of these kinds of uncertainties and variables, MMS has retained its prior
outyear target for the FY 2000 annual plan, but may revise targets if appropriate in the next
revision of the Strategic Plan.

To meet the annual goal for 2000 of decreasing the spill rates to no greater than 5.06 barrels
spilled per million barrels produced, MM S will contract for studies and research needed to make
informed environmental decisions about OCS activities. To leverage funds, MM S will coordinate
research with others involved or impacted by OCS activities (coastal States, U.S. Geological
Survey, U.S. Fish and Wildlife Service, NOAA, and National Marine Fisheries Service). Staff
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will perform environmental assessments at both pre-lease and post-lease stages. Pre-lease
activities will include sale-specific Environmental Impact Statements (EIS), which develop lease
stipulations. Some lease stipulations constrain the lessees activities in certain areas to prevent
undue environmental harm. Post-lease assessments will be performed on al plans (of exploration,
development, production, etc.) submitted by OCS operators, and appropriate mitigations will be
applied to prevent undue environmental harm. Examples of these mitigations include: seasona
limitations on certain activitiesin Arctic waters to avoid impact on bowhead whale migrations;
environmental surveys and charge limitations for explosive platform removals to avoid injury to
sea turtles or marine mammals; and requirement for surveys of benthic environmentsin some
areas to avoid harm caused by facility emplacement or anchoring during emplacement.

The Gulf of Mexico Region has developed a suite of studies to better understand the deep water
environments of the Gulf and the impact of anticipated deep water activities on those
environments. Also, we have developed an overall "Deepwater Strategy™ to coordinate study
planning, environmental analyses, engineering requirements, and other responses to the challenges
of prudent approval of deepwater operations. This information and approach will be integrated
and used collectively to help meet year 2000 annual goal targets.

We aso will continue to support moratoria for environmentally sensitive areas offshore
California, Alaska, Florida, and the East Coast.

Additionally, many of the activities that MM S performs to achieve its mission goal of safe OCS
mineral development contribute to environmentally sound OCS mineral devel opment.

To fund the necessary operations required to maintain the excellent OCS environmental safety
record, in FY 2000 MM S is requesting $48.966 million and 238 FTE with backgrounds in marine
and biological sciences, computer and statistical analysi's, socioeconomics, management, and
support services. These figuresinclude a pro rata share of General Administration support costs.

Benefits Derived:

The benefits of a successful environmental protection strategy are many. Avoiding or minimizing
environmental damage preserves valuable or irreplaceable resources and saves the cost of
expensive cleanup operations. It also avoids the disruption of other activities and uses of the OCS
of both acommercial and recreationa nature. In terms of projected oil production and the annual
spill reduction target for the year 2000, the MM S goal means that about 750 fewer gallons of oil
will be spilled compared to spill rates in the baseline years. An exemplary record of environmental
protection instills confidence in the industry operating on the OCS and in MM S as a regulator of
OCS activities.
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11.1C  Mission Goal: Ensure that the public receives fair value for OCS mineral
development.

11.1.1C Description:

Mineral resources of the OCS are held in trust by the Federal government. Sale of the resources,
to provide for expeditious and orderly development of those resources, requires afair return to
the public.

11.1.2C Strategic Issues:

From 1997-2002, the ratio of the high bids received for OCS leases to the greater of MMS’s
estimate of value on those tracts or the minimum bid does not decrease below the 1989-1995
average level of 1.8 to 1. If industry and MM S had the exact same data and used the same
assumptions, both would determine the same high bid value, or aratio of 1:1. However, given the
uncertainty over how much oil and gas exist under alease and what future prices may be,
estimates of atract’s value can vary substantialy. Internal and externa reviews of MMS fair
value evaluations have concluded they are effective. Therefore, the current ratio of 1.8to 1
indicates a reasonable assurance that the Government is receiving fair value.

By 2002, decrease below the 1989-1996 average level of 7 percent the tracts classified as
nonviable but on which a lessee makes a discovery within 5 years that a well is capable of
producing in paying quantities. The FY 2000 annual goal is to improve this percent to

6.7 percent of tracts rather than 7 percent. Usualy atract that MM S has determined to be
nonviable and which later proves to be economically viable is due to industry having a unique
geologic or geophysical interpretation that proves correct or is due to changes in market
conditions between sale date and drilling start-up. With the improved geologic/geophysical
analytical tools acquired recently, MM S hopes to continually improve this measure.

Significant factors: Technologic advances in deepwater production technology have been
accompanied by an equally rapid increase in resource assessment technology. Industry has
embraced or developed this new technology to meet the increasing challenge and competition of
exploring for petroleum resources in deep water areas. The cost of keeping pace with industry
methodology to generate equivalent offshore resource appraisalsis significant. Costs of acquiring
comparable technology and data continue to rise with no plateau clearly in sight. The large data
and analytical requirements have resulted in severa situationsin which MM S has experienced
delaysin evauating bidsin OCS lease sales. To avoid lost revenue from interest payments and
from delayed production (assuming some of the leased tracts would eventually produce and pay
royalties), MMS has acquired additional data storage capability and received a recent budget to
help offset this problem for the near term. The MMS also is conducting a reengineering study to
identify additional functional improvements for expediting sale evaluations.
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Operational processes: The process of determining fair vaue begins with acquisition and analyses
of geologic, geophysical, geochemical, economic, and engineering data. Thisinvolvesthe
identification of areas of petroleum potential through subsurface mapping efforts and determining
the conditions under which development of a prospect would be commercial. These various
parameters are then incorporated into sophisticated modeling programsto arrive at the value of
each OCStract in alease sale.

Resources: To meet these goals and fund the activities necessary to ensure fair value for OCS
resources, in FY 2000 MM S is requesting $23.511 million and 211 FTE with backgrounds in
geology, geophysics, petroleum engineering, economics, computer and statistical analysis,
management and support services. These figures include a pro rata share of General
Administration support costs.

11.1.3C Related Budget Accounts, Budget Activities, Subactivities

1. Account: Royalty and Offshore Minerals Management, OCS Lands, Resource Evaluation

2. Account: Royalty and Offshore Minerals Management, OCS Lands, Information
Management

3. Account: Royalty and Offshore Minerals Management, OCS Lands, Regulatory

11.1.4C Proposed Legislation

No legidation is proposed at thistime.

11.1.5C Impact of FY 2000 Budget Changes

Data Conversion Project: The FY 2000 budget incorporates a reduction of $0.25 million, of

which $0.190 million has been apportioned to thisgoal. The reduction is achieved by extending

the completion of the data conversion project, creating near term savings that are needed to

address the pressing needs in international activities. The remaining reduction is apportioned to

the following mission goal. The proposed reduction will not impact our goal achievement.

11.2C  FY 2000 Annual Performance Goal Detail and Narrative

Exhibit A - Performance Plan Detail and Narrative

Exhibit A displays the relationship of the mission goal, long-term goals, annual goals, and
supporting performance measures.
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FY 1999 FY 2000
Enacted | Proposed
BA
(000's) (000's)
Mission Goal: $22,811 $23,511
C. Ensure that the public receives fair value for OCS mineral
development.

Long-term Goals

1.8
to 1.

From 1997-2002, the ratio of the high bids received for OCS leases to the greater of MMS’s estimate
of value on those tracts or the minimum bid does not decrease below the 1989-1995 average level of

FY 2000 Annual Performance Goals:

» Maintain the ratio of the high bids received for OCS leases to the greater of MMS’s estimate
of value or the minimum bid at the 1989-1995 average level of 1.8 to 1. (01.03.01.01.00)

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to Proposed
Plan |Actual congress
1. Ratio maintained at 1.8 to 1. n/a 1.8 2.73 1.8 1.8

Long-term Goal

producing in paying quantities.

. By 2002, decrease below the 1989-1996 average level of 7 percent the tracts classified as
nonviable but on which a lessee makes a discovery within 5 years that a well is capable of

FY 2000 Annual Performance Goals:

» Decrease 0.1 percent each year below the 1989-1996 average level of 7 percent the tracts
classified as nonviable but on which a lessee makes a discovery within 5 years that a well is
capable of producing in paying quantities. (01.03.02.01.00)

6.7 percent of tracts classified as
nonviable.

Performance Measure FY 1997 FY 1998 FY 1999 FY 2000
Actual Plan to Proposed

Plan |Actual Congress
1. Discoveriesin no more than n/a 6.9% | 6.5% 6.8% 6.7%

Note: All figures include amounts from annual appropriations and offsetting collections and include a

pro rata share of General Administration support costs.

Goal Purpose:

The purpose of thisgoa isto fulfill the statutory requirement that the Federal government receive
fair value for resources it leases to qualified bidders. The 2000 annual goal relating to the ratio of
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high bids to MM S tract values aims at striking the proper balance between industry and agency
appraisals of a specific lease property. It takes into account that industry bidding will factor in the
effects of competition. Too wide amargin, e.g. aratio of 10:1 would suggest that MMSiis
undervaluing its tracts. If the ratio were reversed, MM S would be too optimistic in its appraisals
and would likely reject dl bids. A ratio of 1:1 would occur only if al parties had identical
information and essentially identical evaluations of value, which is virtually impossible. A ratio of
1.8 to 1 provides a reasonable assurance that fair value is being received and MMS is not
undervaluing its lease tracts.

Status:

Geologic and geophysical (G&G) permits alow MMS to acquire data over Federal lands for the
cost of reproduction. This datais the basis for resource assessments, royalty relief
determinations, EI'S preparation, and other management decisions. A major effort has been to
convert older G& G datainto digital format in order to be usable with the new 3-D seismic
workstations. The MMS also incorporates into its mathematical and statistical models, which
determine fair market value, information on economics, petroleum engineering, and improvements
in development technologies.

After each lease sale, MM S geoscientists and engineers anayze tremendous volumes of data to
ensure the MM S receives fair value for each tract. Dataloading problems (due to severely limited
computer disk space), combined with the large number of bids received in recent sales,
precipitated extensions of 2 to 6 weeks beyond the normal 90-day evaluation period. Each day
delay resulted in adirect loss to the U.S. Treasury and also delayed hydrocarbon exploration and
production.

Price volatility also can have an impact on total return to the government. In periods of declining
prices or highly unpredictable price trends, industry may opt to restrain its plans for offshore
exploration or acquisition of new leases resulting in lower total bonus bids and potentially lower
rentals and royalties.

Goal Achievement:

In 1998, the ratio of high bids for OCS leases versus MM S value for the leaseswas 2.73. The
MMS ratio of 1.8 isthe average ratio from 1989 to 1995 and is the base we use to compare
results at thistime. The 2.73 result indicates that industry generally was assessing higher values
to lease tractsthan MMS. Theratio isareative factor. Asit drifts above 1.8, thereisan
increasing chance that MM S may be undervaluing its prospects. A figure of 2.73 suggests a
margin of divergence between industry and government evaluations, but one that suggests that
industry is more optimistic and that the government till is receiving fair value.

This figure may be due to increasing competition in the deep water, which is forcing industry to

evaluate its bids accordingly. However, softer oil prices may result in some slackening of activity
that, in FY 1999 or FY 2000, may result in less competition and bidding that falls closer to MM S
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valuation. Finally, significant and unforeseen changesin oil prices are not factored into outyear
targets. Because the 1.8 ratio is considered a benchmark level, MMS retains this number for its
outyear projections.

To address this situation and to achieve the FY 2000 annual targets described above, MMS
chartered a team with the goal of improving the overall quality of lease sale prospect evaluations,
while at the same time eliminating or reducing lease sale extensions. The proposed |ease sale
evaluation process includes more intensive application of sophisticated workstation technology,
and more thorough prospect analyses prior to the lease sale date.

The team’ s recommendations, especially loading and maintaining all seismic data online year
around, will enable MMS to evaluate tracts more thoroughly and faster and to prioritize tract
evaluations. These steps will move significant funds into the U.S. Treasury sooner, thereby
increasing interest accrual. These recommendations will assist MM S to ensure fair value is
received for OCS resources. In addition, lessees will be awarded |eases sooner, thereby
expediting hydrocarbon exploration and devel opment.

The MMS also has established a study team to better evaluate the potential impacts of oil and gas
price volatility and to consider actions or policy changes that may be required, if any.

To meet these goals and fund the activities necessary to ensure fair value for OCS resources, in
FY 2000 MMS s requesting $23.511 million and 211 FTE with backgrounds in geology,
geophysics, petroleum engineering, economics, computer and statistical analysis, management and
support services. These figuresinclude a pro rata share of General Administration support costs.

Benefits Derived:

Offshore revenues collected by MMS are deposited in the U.S. Treasury. Revenues from the
“8(g)” zone - a seaward band adjacent to the limits of State waters - are shared with States. The
8(g) zone was established to compensate for possible drainage situation from petroleum reservoirs
that straddle Federal/State boundaries. Funds deposited in the U.S. Treasury as miscellaneous
receipts are redirected to uses that benefit the public. Portions of receipts are also used to fund
the Land and Water Conservation Fund. The MM S estimates that total receipts from all sources,
onshore and offshore, will be $4 billion in FY 2000.

11.1D Mission Goal: Provide for mineral development on the OCS.

11.1.1D  Description:

The OCSLA directs the Department of the Interior (delegated authority to MMS) to provide for
the expeditious and orderly development of mineral resources on the OCS. Oil and gas
development follows a multi-year leasing strategy produced with public and governmental

involvement. Other minerals such as sand, gravel, salt, and sulphur do not required an extensive
advance process and are handled on a case-by-case basis. The OCSLA also requires that
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decisions regarding the timing and location of leasing be based on a consideration of *an equitable
sharing of developmental benefits and environmental risks’ so as to “obtain a proper balance
between the potential for environmental damage, the potential for discovery of oil and gas, and
the potential for adverse impact on the coastal zone”.

11.1.2D Strategic Issues:

Although the following performance goals are greatly influenced by external factors, these goals
are the best indicators that the mandated mission to provide for mineral development on the OCS
isbeing achieved. Thingsthat are under MMS s jurisdiction, such as lease sale schedules, royalty
and rental rates, etc., al exert significant influence on the performance measures. The MMS
weighs its actions against external factors to determine if changesin MMS strategies, actions, and
plans need to be adjusted to ensure performance goals are met.

By 2002, show an increase in the annual number of leases on which exploratory wells are drilled
above the 1992-96 average level of 250 leases. In FY 2000, show an increase in the annual
number of leases on which exploratory wells are drilled to 265. This measure is an indicator of
operators interest and ability to evaluate their lease inventory. Market prices, industry’ s reserve
balances, rig availability, and the Government’ s tax and other regulations can influence this
indicator. The FY 2000 measure is the same as the 1999 measure but a 6 percent increase over
the 1992-96 average. Although the OCS has recently experienced aleasing boom (leasesin
existence have grown by 800 to 7,855 in just the last year), there is aways atime delay between
the sale date and when an operator spuds an exploratory well. After asale, a company performs
additional G& G and engineering analysis to pinpoint adrilling location and to develop an
exploration plan, which must be approved by MMS.

By 2002, show an increase in annual OCS production above the 1996 level of 429 million
barrels of oil, 5.0 trillion cubic feet of gas, 2.1 million long tons of sulphur, and .81 million
cubic yards of sand and gravel. In FY 2000, show an increase in production to: 601 million
barrels of oil, no less than 4.9 trillion cubic feet of natural gas, no less than 2.1 million long
tons of sulphur, and 21.5 million cubic yards of sand and gravel. Asexplained in the reserves
measure discussion, the oil and gas production measures reflect the length of time needed to bring
production on line and influence the trend in OCS production levels. Sulphur figures reflect a
steady market for this product. The sand and gravel figures reflect the great variability in the
timing and amount of material needed for beach replenishment and repair projects. One large
project, necessitated by unanticipated and severe winter storms or summer hurricanes, can greatly
skew future production estimates.

By 2002, show a reduction in the rate of decline in the oil and gas reserves-to-production ratio
that occurred from 1990-95, which was 11.5 to 7.3 for oil (0.84 per year) and 7.6 to 6.0 for gas
(0.32 per year). In FY 2000, show a reduction in the rate of decline in the reserves-to-
production ratio to 0.82 per year for oil and to 0.31 per year for gas. The annua measures
reflect the time delay between sale date and production. The full impact of the recent leasing
boom will not be fully apparent until 5 to 10 years from now. Thisisindicated by the flat
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FY 1998 through 2000 measures.

Significant factors: Declining oil production onshore is placing increasing emphasis on the
contribution of the Federal OCS to meet domestic demand. The OCS currently supplies

20 percent of the total domestic oil production, as well as 27 percent of natural gas production,
the demand for which will continue to increase well into the next century. Oil price volatility
could significantly affect offshore production. During low price periods, industry may tend to cut
back on exploration expenditures, including new lease acquisitions.

Operational process: The MMS continuously assesses the offshore acreage under its jurisdiction
to identify prospective resource trends. We also rely on industry to signal areas they consider of
primeinterest. Thisinformation is coupled with current lease map data, environmental data,
pipeline infrastructure, economic and other related information, issues, and restrictions to
determine appropriate leasing and development proposals and strategies. The result is a 5-year
plan comprising individual |ease sales that each have a separate process for determining which
OCS tracts will be made available for leasing.

Resources: To meet thisgoal, in FY 2000 MM S is requesting $22.599 million and 237 FTE with
backgrounds in geology, geophysics, petroleum engineering, economics, computer and statistical
analysis, and management and support services. These figures include a prorata share of Genera
Administration support costs.

11.1.3D Related Budget Accounts, Budget Activities, Subactivities

1. Account: Royalty and Offshore Minerals Management, OCS Lands, Leasing & Environment
2. Account: Royalty and Offshore Minerals Management, OCS Lands, Resource Evaluation

3. Account: Royalty and Offshore Minerals Management, OCS Lands, Information Management
4. Account: Royalty and Offshore Minerals Management, OCS Lands, Regulatory

11.1.4D Proposed Legislation

No legidation is proposed at thistime.

11.1.5D Impact of FY 2000 Budget Changes

Data Conversion Project: The FY 2000 budget incorporates a reduction of $0.25 million, of
which $0.06 million has been apportioned to thisgoal. The reduction is based on extending the
completion of the data conversion project with savings redirected to the pressing needsin
international activities. The remaining reduction is apportioned to the previous mission goal.

The proposed reduction will not impact our goa achievement.

Marine Minerals Research Centers (MMRC) were reauthorized under the Marine Minerals
Resources Research Act of 1996 and placed under the Department’s oversight. The MMRC at
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the University of Mississippi was funded in the amount of $0.6 million in FY 1999 and MMS is
managing the program. The MMRC’s mission is to conduct research on the exploration and
extraction of minerals from the seabeds of the continental shelves, deep ocean, and arctic regions.

The MMS recognizes the importance of the investigations and technological development that
this center pursues, particularly the longer term research. However, dueto priorities for oil and
gas exploration and extraction oversight, MMS is proposing to eliminate MMRC funding in FY
2000. Of the $0.6 million, $0.3 million is apportioned to this goal.

11.2D FY 2000 Annual Performance Goal Detail and Narrative

Exhibit A - Performance Plan Detail and Narrative

Exhibit A displays the relationship of the mission goal, long-term goals, annual goals, and
supporting performance measures.

FY 1999 | FY 2000
Enacted | Proposed

BA
(000') (000')
Mission Goal: $22,613 $22,599

D. Provide for mineral development on the OCS.

Long-term Goal

» By 2002, show an increase in the annual number of leases on which exploratory wells are
drilled above the 1992-96 average level of 250 leases.

FY 2000 Annual Performance Goal:

Increase in the annual number of leases on which exploratory wells are drilled to 265.
(01.04.01.01.00)

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to [Proposed
Plan |Actual | Congress
1. Leaseswith anew exploratory na 260 323 265 265
well drilled

Long-term Goal

» By 2002, show a reduction in the rate of decline in the oil and gas reserves-to-production
ratio that occurred from 1990-95, which was 11.5 to 7.3 for oil (0.84 per year) and 7.6 to
6.0 for gas (0.32 per year).
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FY 2000 Annual Performance Goal:
Reduce the rate of decline in the reserves-to-production ratio to 0.82 per year for oil

(01.04.02.01.00) and to 0.31 per year for gas. (01.04.02.02.00)

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to [Proposed
Congress
Plan [Actual
1. OQil reservesto production ratio n/a 0.82 | 0.63 0.82 0.82
2. Gasreservesto production ratio n/a 031 | 0.26 0.31 0.31

Long-term Goals

» By 2002, show an increase in annual OCS production above the 1996 level of 429 million
barrels of oil, 5.0 trillion cubic feet of gas, 2.1 million long tons of sulphur, and .81 million
cubic yards of sand and gravel.

FY 2000 Annual Performance Goals:
Increase production to: 601 million barrels of oil (01.04.03.01.00), no less than 4.9
trillion cubic feet of natural gas (01.04.03.02.00), no less than 2.1 million long tons of

sulphur (01.04.03.03.00), and 21.5 million cubic yards of sand & gravel.

(01.04.03.04.00)
Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to [Proposed
Plan [Actual [ Congress
1. Qil production (million barrels) 453 481 485 554 601
2. Gas production (trillion cubic 52 49 51 49 49
feet)
3. Sulphur (million long tons) 19 2.1 2.1 2.1 2.1
4. Sand & Grave (mil cubic yards) 0 3.9 13 25.4 215
Note: All figures include amounts from annual appropriations and offsetting collections and

include a prorata share of General Administration support costs.

Goal Purpose:

The mission and annual goals are intended to meet the requirements of the OCSLA, which direct
the Executive Branch of the Federal Government to provide for the expeditious and orderly
development of mineral resources on the OCS. The production targets set for FY 2000 are based
on projected national need and economic conditions, on the effect of MM S policies, and on the

need to set aside areas from development on the basis of environmental information.
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Status:

Natural gas consumption is projected to increase by an average of 1.7 percent per year while oil
demand will rises 1.2 percent annually. Currently, OCS combined oil and gas production
accounts for about one-fourth of domestic production. United States production is not expected
to keep pace with demand, driving import dependence up to the 65 percent level by the year

2020. The declinein conventional oil production in the lower 48 States and Alaska is projected

to continue at rates of nearly 1 percent and 4 percent annually, respectively. OCS aresas,
particularly the deep water trend, will be expected to cover these declines, but are unlikely to keep
pace with rising demand.

Coastal erosion on all coasts of the lower 48 States and Hawaii has continued at an alarming rate.
Erosion brought on by changing sea level, severe tropical and winter storms, and human factors
threatens property and diminishes recreational opportunities. Nearly half of the U.S. population
resides within fifty miles of the coast, and that figure is expected to rise to nearly 75 percent early
in the next century. The demand for sand resources is consequently climbing steadily while
suitable nearshore sources of sand are diminishing. Dependence on OCS sourcesis on therise.

The sand and gravel performance goal is particularly difficult to estimate due to the great
variability in the timing and amount of material needed for beach replenishment and repair
projects. One large project, such as may arise following major hurricane damage, can greatly
skew future production estimates. The FY 1999 and 2000 performance goals reflect the fruition
of contract negotiations begun in prior years.

Goal Achievements:

Magjor discoveries in the deepwater area of the Gulf of Mexico OCS, and the long lead time
required to develop them, likely drove up exploration activities in 1998, resulting in alarger
increase in drilling than anticipated for the year. However, increasing oil price volatility during
the year resulted in a declining activity trend toward year’s end, primarily in areas outside the Gulf
of Mexico deep water. Thiskind of external factor makes it very difficult to peg performancein
out years based on a single year’ s performance. For this reason, MMS has opted to target
progressive, rather than dramatic, performance improvements that reflect an overall strategy for
success.

A similar situation applies to the reserves-to-production ratio indicator, which relies on oil prices
and increases in successful drilling in the OCS. Increased activity and success in the high
production deep water area contributed to exceeding the targeted reserve/production ratio of .82
for oil and .31 for gasin FY 1998. But significant shiftsin activity that are due to uncontrollable
external factors such as oil prices cannot be projected with much confidence. Consequently,

MMS cannot shift its future performance targets in response to the results of asingle year.

To meet our mandated mission and to achieve FY 2000 annual targets (described in Exhibit A) of
contributing to domestic energy production, MM S will continually monitor oil and gas production
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and update offshore reserves estimates. This datawill be provided to the Department of Energy
foritsuse. The MMSwill change its sale and royalty requirements (such as deepwater royalty
rate relief) as necessary to ensure a sufficient level of oil and gas reserves to meet national needs.
In striving to achieve its annua production targets, MM S will balance energy needs against the
need to protect sensitive coastal and marine environments. It will accomplish this through the
Administration’s Five Y ear Leasing Program, which sets aside from leasing certain
environmentally sensitive aress.

Deepwater royalty relief was initiated to encourage development in the frontier deepwater areas
of the Gulf of Mexico. In November 1995, the DWRRA became public law. Interim deepwater
rules were in effect from July 1996 until February 1998. Final rulesfor the DWRRA, both for
new leases and for existing leases, were published in January 1998. The MMS evaluated many
industry suggestions to improve the workability of the system for implementing DWRRA and
incorporated some in the final rules. Asaresult, the case load of royalty relief applicationsis
expected to increase. Thisin turn should contribute to the development of deep water resources.

The MMS also has developed additional rules to grant royalty relief under the OCSLA to
encourage production on existing leases. Increased recovery may be achieved by reducing
royalties on producing leases approaching the end of their economic lives, thereby enabling them
to extend operations beyond the point where they would shut down under full royalties.

To meet thisgoal, in FY 2000 MMS is requesting $22.599 million and 237 FTE with
backgrounds in geology, geophysics, petroleum engineering, economics, computer and statistical
analysis, and management and support services. These figures include a prorata share of Genera
Administration support costs.

Benefits Derived:

Without OCS oil production at levels targeted in the 2000 annual goal, import dependence would
be on the order of 60 percent today and would surpass 75 percent by 2020 based on the projected
decline in conventional onshore production in the lower 48 States and Alaska. The offshore
industry also isamajor employer, particularly in the Gulf Coast, and has a significant multiplier
effect on regional economies where it operates. Revenues derived from offshore production
support local projects such as parkland acquisition and recreational facilities through contributions
to the Land and Water Conservation Fund. Contributions to these funds are in excess of $15
billion to date. Gas and oil products are critical to the transportation sector, are used to heat
homes, schools, factories and office buildings, to generate electricity, to operate industrial
generators, and to manufacture plastic and pharmaceutical products. They aso are used in
thousands of other applications from the production of rubbing alcohol to sweaters.

The need for Federa offshore sand has escalated in recent years owing to the declining availability
of sand from State waters areas. MM S studies and needs assessments over the past severa years
have resulted in State and local government requests for use of Federal sand. Y ear 2000 sand
production targets were set based on the expectation that several projects would culminate in the
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dredging and placement of OCS sand on coastal areas to help abate the effects of erosion.
Achievement of 2000 targets will provide the benefit of increased protection for coastal property
and restoration of recreationa beaches. The Federal OCS also contributes an appropriate level of
sulphur production. Sulphur is used extensively in the manufacture of paper, fertilizer, chemicals
and medicines.

I1.1E Mission Goal: Improve the timeliness and accuracy of payments to States, Indian
tribes, BIA offices, and other Federal agencies.

11.1.1E  Description:

This goal isfocused on providing money due recipients accurately and timely. We have identified
two long-term goals to provide indications of how well we are achieving this goal:

 increasing or maintaining our high percentage of collected dollars and accompanying
information that is provided timely to States and Indians

 reducing late disbursement interest costs, indicating that we disbursed timely and were not
required to pay States or tribes interest on late disbursements.

Primarily, resources in the MM S Vauation and Operations Budget Subactivity ensure that we
meet this goal.

11.1.2E  Strategic Issues

Through 2002, maintain or increase the percentage of the collected dollars and accompanying
information that is provided timely to States and Indians.

By 2002, decrease the late disbursement interest costs to $30,000 per year.

The Federa Oil and Gas Royaty Management Act (FOGRMA) requires MM S to disburse by the
end of the month following the month of receipt. The law requires MM S to pay interest to
recipients for late disbursements.

Significant factors: The primary factor impacting our ability to achieve this goal is accuracy and
timeliness of royalty and production reporting by industry. Electronic submissions increase
reporting accuracy, thereby increasing timeliness of disbursements to recipients. Most of our
large royalty payors report electronically; however, 80 percent of our smaller royalty and
production reporters are not yet converted to electronic formats.

Operational process: Revenue receipt and disbursements, data collection and reporting,
information technology, regulations, and training royalty and production reporters.

Resources: To meet thisgoal, in FY 2000 MMS estimates it will need $8.578 million and
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76 FTE with backgrounds in accounting, computing, and management and support services. The
MM S also contracts for accounting and ADP support services. These figures include a prorata
share of General Administration support costs.

11.1.3E  Related Budget Accounts, Budget Activities, Subactivities

1. Account: Royalty and Offshore Minerals Management, Royalty Management, Vauation and
Operations,

2. Account: Royalty and Offshore Mineral's Management, Royalty Management, Late
Disbursement Interest

11.1.4E Proposed Legislation

No legidation is proposed at thistime.

I1.1.5E Impact of FY 2000 Budget Changes

Royalty Management Reengineering: The MMS is requesting atotal increase of $10 million, of

which $.85 million has been applied to this goal to design, develop, and implement new royalty

management business processes and supporting information technology (1T) systems for the 21st

century. See Section 1.5.6 (Capital Assets/Capital Programming) for afull explanation. Once

implemented, the new systems will give MMS the flexibility to disburse funds throughout the

month, thus increasing the timeliness of disbursement.

I1.2E FY 2000 Annual Performance Goal Detail and Narrative

Exhibit A - Performance Plan Detail and Narrative

Exhibit A displays the relationship of the mission goal, long-term goals, annual goals, and
supporting performance measures.
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FY 1999 | FY 2000
Enacted | Proposed
BA
(000's) (000's)
Mission Goal: $ 7,503 $8,578
E. Improve the timeliness and accuracy of payments to States,
Indian tribes, BIA offices, and other Federal agencies.

Long-term Goal
» Through 2002, maintain or increase the percentage of the collected dollars and

accompanying information that is provided timely to States and Indians.

FY 2000 Annual Performance Goal:
* In 2000, the percentage of the collected dollars and accompanying information that is

provided timely to States and Indians is 98.7 percent.(02.05.01.01.00)

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to |Proposed
Plan |Actual | Congress
Percentage $ disbursed timely 98.6 98.25 | 98.7 98.7 98.7
Long-term Goal
« By 2002, decrease the late disbursement interest costs to $30,000 per year.
FY 2000 Annual Performance Goal:
« In 2000, the late disbursement interest costs are targeted at $40,000 per year.
(02.05.02.01.00)
Performance Measure FY 1997 FY 1998! FY 1999 |FY 2000
Actual Plan to |Proposed
Plan |Actual | Congress
Interest Paid (Dollars) $62,000 [$60,000| 35,800 | $45,000 | $40,000

1 FY 1999 and 2000 targets for interest paid are not adjusted downward based on the 1998
actual. We will continue to monitor and make adjustments later, if we learn that this low dollar

amount is reflecting a trend rather than an unusual event.

Note: All figures include amounts from annual appropriations and offsetting collections and
include a prorata share of General Administration support costs.

Note: The $10 million increase for reengineering will be utilized for system development in FY
2000 and will begin to reflect in our performance during FY 2001 and beyond.
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Goal Purpose:

Using sophisticated, computerized accounting systems, RMP collects and processes more than
$300 million (mostly via eectronic funds transfers) each month. Bonuses, rents and royalties from
nearly 70,000 leases can amount to several billion dollars each year--an amount that peaked to
more than $10 billion in 1983, but averages about $4 billion in recent years. Totals fluctuate with
market prices, amount of production and number of lease saes.

The FOGRMA requires monthly distribution of payments to the States for their share of mineral
leasing revenues. For States, payments must be made by the last business day of the month in
which receipts are warranted by the U.S. Treasury. In addition, FOGRMA provides that deposits
of any royalty funds from oil or gas production on Indian lands must be made to the appropriate
Indian account at the earliest practicable date, but in no case later than the last business day of the
month in which such funds are received. Sections I11 (b) and (d) of the Act provide that interest
computed at a rate applicable under section 6621 of the Internal Revenue Code of 1954 is owed if
the payment schedules listed above are not met.

The MM S typically incurs a late disbursement interest liability when disbursements to State
accounts are delayed pending a proper determination of the lease source of the royalties. For
example, a payor error may prevent MM S from determining to whom the revenue belongs until
the error is corrected. By the time this error is resolved in the system, MM S may be liable to pay
interest. Examples of causes that we have discovered in the past include:

» Significant errors by a specific payor during the month requiring MM S intervention and
coordination with the payor to correct so that we could disburse funds accurately.

» A computer programming error that inadvertently disabled the capability to automatically
match payments with reports, requiring significant manual intervention and slowing revenue
disbursement until the programming was fixed.

In contrast to money due the States, interest earning authority has been granted to the Office of
the Special Trustee/Office of Trust Funds Management (OST/OTFM); thus, Indian lease revenues
begin earning interest in the appropriate OTFM accounts the day after receipt a8 MMS. Earned
interest is then paid out to the eventual recipients by BIA, making it rare that |ate-disbursement
interest is accrued on Indian lease revenues received at MMS.

Though the interest dollars are low relative to the total dollars disbursed, this long-term goal
provides an indicator of how well we are achieving thisgoal. We monitor this measure monthly
and if the dollars paid are higher than anticipated, we are able to immediately discover and correct
the cause so that disbursements become more timely the following month.
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Status:

In FY 2000 our goals are to provide collected dollars and accompanying information timely to
States and Indians at least 98.7 percent of the time and to keep late disbursement interest costs to
$40,000 or less.

The MMS is consistently achieving high performance toward these annua goals. However, we
believeit isimportant to maintain our focus on this important mission goal. The RMP will aim to
provide revenue recipients with access to their money much more timely than is currently required
by FOGRMA.

Timeliness and accuracy of royalty and production reporters’ submissions affects how well we
achievethisgoal. Error-free reporting allows RMP to timely disburse revenues to ultimate
recipients (States, Indians, other Federal agencies, and the General Fund of the U.S. Treasury).
Thisin turn reduces the amount of interest paid on late disbursements.

Increased accuracy has correlated with increased electronic reporting. However, as discussed in
detail under Mission Goal 11.1F, we have encountered obstacles in converting reporters to
electronic formats.

In FY 1998, we paid an unusually low amount of interest. However, we did not adjust FY 1999
and 2000 targets for this goal based on the 1998 actual. We will continue to monitor and make
adjustments later, if we learn that thislow dollar amount is reflecting atrend rather than an
unusual event.

Goal Achievement:

Reengineering recommendations and process improvements are aimed at advancing thisgoa. The
MMS has spoken to customer groups and has determined methods to reengineer the processes
and systems to achieve their needs. Money movement and funds availability will be tracked and
monitored both before and after reengineering processes are implemented.

We do not anticipate changes in base funding for FY 2000 to achieve this goal. The FY 2000
requested budget increase will enable development of RMP s new financial systems and its
associated I T architecture. Implementation of these systemsin FY 2001 will impact performance
toward this goal after 2000 by giving MMS the flexibility to disburse funds throughout the month,
thus increasing the timeliness of disbursement and reducing interest costs.

Electronic reporting allows MM S to process reports faster, thereby increasing timeliness of
disbursements and reducing the amount of interest paid on late disbursements. Asdiscussed in
detail under Mission Goal 11.1F, we are focusing on ways to assist royalty and production
reporters in making the transition to electronic reporting by contracting with industry expertsin
electronic commerce. This outsourcing initiative will enable MM S to convert the remaining
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royalty and production reporters, excluding hardship cases, to electronic formats by the end of FY
2000.

Benefits Derived:

Revenues directed to the Federal Treasury fund appropriations for programs approved by
Congress. Moniesthat go to the States are used as the States deem necessary, oftentimes for
schools, roads, libraries, public buildings, and general operations. Revenues generated from
mineral production on Indian lands go directly to those tribes and allottees, meeting awide
variety of needs.

I1.1F Mission Goal: Improve the cost effectiveness of mineral royalty collection and
disbursement services.

11.1.1F  Description:

This goal isfocused on increasing electronic transmission of information, which improves cost
effectiveness by eliminating data entry. Both industry and RMP save time and resources when
manually completed and keyed reports are eliminated.

Primarily, resources in the MM S Vauation and Operations Budget Subactivity ensure that we
meet this goal.

11.1.2F  Strategic Issues

By 2000, increase the percentage of royalty reports, production reports, and dollars received
electronically to 99 percent for royalty reporting, 99 percent for production reporting, and
96 percent for dollars received.

The MMS is aggressively pursuing more electronic reporting. We anticipate a continual increase
in electronic transmittals. Based on experience to date, we expect a corresponding decrease in
reporting errors. Error-free reporting alows RMP to timely disburse revenues to States, Indians,
other Federal agencies, and the General Fund of the U.S. Treasury.

The MMS published afinal rule on April 22, 1997, to incorporate U.S. Treasury requirements
that payments and collections be made by Electronic Funds Transfers (EFT). The MMSasois
looking to expand the universe of payments made by electronic funds transfer through Automated
Clearing House (ACH) or Fedwire payment.

Significant factors: Some of the factors impacting our ability to achieve this goal are rapidly

changing technology and alack of infrastructure to support the nearly 3,500 companies that
ultimately will be reporting electronically to RMP.
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Operational process: Information technology, data collection and reporting, revenue receipt and
disbursement, regulations, and training royalty and production reporters.

Resources: To meet thisgoal, in FY 2000 MMS estimates it will need $4.586 million and 48
FTE with backgrounds in accounting, computing, auditing, geology, petroleum engineering, and

management and support services. The MMS also contracts for accounting and ADP support
services. These figures include a prorata share of General Administration support costs.

11.1.3F  Related Budget Accounts, Budget Activities, Subactivities:

1. Account: Royalty and Offshore Minerals Management, Royalty Management, Valuation and
Operations

11.1.4F  Proposed Legislation

No legidation is proposed at thistime.

I1.1.5F  Impact of FY 2000 Budget Changes

Royalty Management Reengineering: The MMS is requesting atotal increase of $10 million, of
which $.45 million has been applied to this goal to design, develop, and implement new royalty
management business processes and supporting information technology (IT) systems for the
21st century. See Section 1.5.6 (Capital Assets/Capital Programming) for afull explanation.
Once implemented, the new systems will increase operating efficiencies.

I1.2F FY 2000 Annual Performance Goal Detail and Narrative

Exhibit A - Performance Plan Detail and Narrative

Exhibit A displays the relationship of the mission goal, long-term goals, annual goals, and
supporting performance measures.
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FY 1999 | FY 2000
Enacted | Proposed

BA
(000's) | (000'S)
Mission Goal: $4,016 $4,586

F. Improve the cost effectiveness of mineral royalty collection
and disbursement services.

Long-term Goal

« By 2000, increase the percentage of royalty reports, production reports, and dollars
received electronically to 99 percent for royalty reporting, 99 percent for production
reporting, and 96 percent for dollars received.

FY 2000 Annual Performance Goal:
« By 2000, increase the percentage of royalty reports, production reports, and
dollars received electronically to 99 percent for royalty reporting (02.06.01.01.00),
99 percent for production reporting (02.06.01.02.00), and 96 percent for dollars
received. (02.06.01.03.00)

Performance Measure FY FY 1998 FY 1999 |FY 2000
1997 Plan to [Proposed
Actual | Plan [Actual | Congress

Percent royalty reports received 78% 90% | 79% 96% 99%
electronicaly

Percent production reports received 54% 90% | 52% 95% 99%
electronicaly

Percent dollars received electronically 92% 95% | 94% 95% 96%

1 Our recent technology analysis provided an MMS plan for converting the remaining royalty
and production reporters. Based on this plan, we are extending our initial 1999 target to 2000.
The previous target of 100 percent has been adjusted to exclude small reporters for which
electronic reporting would be a hardship.

Note: All figures include amounts from annual appropriations and offsetting collections and
include a prorata share of General Administration support costs.

Note: The $10 million increase for reengineering will be utilized for system development in FY
2000 and will begin to reflect in our performance during FY 2001 and beyond.
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Goal Purpose:

Congress and the President have mandated that Federal agencies use new technologies to improve
Government operations. For example, the Paperwork Reduction act of 1995, Public Law 104-13,
and the Information Technology Management Reform Act of 1996, Public Law 104-106,
authorize the use of new technologies to improve the productivity, efficiency, and effectiveness of
Government programs. Executive Order 13011 requires Government agencies to use information
technology to improve productivity and increase efficiencies. To meet these legidlative and
executive mandates and take advantage of rapidly improving technologies, MMS has published
proposed rules and set aggressive goals to implement full electronic reporting and payments.

Status:

In FY 2000 our goal isto achieve 99 percent of royalty reporting, 99 percent of production
reporting, and 96 percent of dollars collected electronically, excluding hardship cases.

The MMS published a proposed rule in April 1998, mandating 100 percent electronic reporting.
The proposed rule requires electronic reporting by December 31, 1999, an extremely ambitious
deadline. Currently, about 50 percent of our production and 80 percent of our royalty datalines
are submitted electronically. This percentage has not increased significantly in the last year. Most
of the major royalty and production reporters are submitting their monthly data electronically.
This volume constitutes the majority of our lines. However, some major reporters continue to
submit amended reports on paper (more so in 1998 with all the RSFA-required Auditing and
Financial System (AFS) and Production Accounting and Auditing System (PAAS) resolutions and
majority price adjustments) thereby decreasing the percentage of lines submitted electronically.
More than 80 percent of all our production and royalty companies still submit paper reports.

We do not currently have a system infrastructure (E-mail receipt capabilities, 24 hour help desk,
web-based reporting solutions, etc. ) to support the nearly 3,500 companies that will ultimately
be reporting electronically to RMP. If we continue to implement this effort in-house, we would
need to acquire additional in-house electronic commerce skills to build an in-house system. This
process would include personnel with knowledge of client-server development, browsers, and
other programming expertise. This knowledge would need to be maintained for ongoing

mai ntenance and support.

Goal Achievement:

The MMS has committed to an FY 1999 and 2000 project, outsourcing the conversion and
ongoing support of the required electronic infrastructure, contracting with industry expertsin
electronic commerce. Thisoption will allow RMP to consolidate and streamline its existing
infrastructure, thereby eliminating multiple input processes and the associated maintenance of
changing and obsolete technology. This plan provides for the remaining companies to be
converted by FY 2000. Based on this plan, we extended the deadline for companies to report



electronically to the year 2000. We do not anticipate changes in base funding for FY 2000 to
achieve this god.

We plan to issue the final rulein early 1999. It will include hardship exclusions and/or exclude
companies based on the number of lines they report annually. However, we will continue to
convert the hardship and margina property companies after the year 2000.

Benefits Derived:

Electronic reporting, along with other streamlining and process improvements, has reduced our
error correction costs by 20 percent, our manual data entry costs by 60 percent, and our file
maintenance costs by 24 percent. Many royalty and production reporters using an electronic
reporting option have experienced up to a 50 percent reduction in resources needed to comply
with our reporting requirements.

An additional advantage of electronic reporting is the expanded time to report. If areporter uses
E-mail or Electronic Data Interchange, they can transmit reports to us on the due date rather than
severa days before the due date to alow for manua delivery. Thisadditional time alows a
reporter to collect more accurate and complete data, thereby reducing the need for amended
reports. The MMS can also process the reports faster because electronic reports do not require
manual entry.

11.1G Mission Goal: Improve reporters’ compliance with lease terms, rules, regulations, and
laws.

11.1.1G  Description:

This goal isfocused on ensuring compliance with lease terms, rules, regulations, and laws. We
have identified two long-term goals to provide indications of how well we are achieving this goal:

» Ensuring accuracy of royalty and production reports submitted by royalty and production
reporters.
» Achieving a favorable compliance index.

Primarily, resourcesin the MM S Compliance Budget Subactivity ensure that we meet this goal.
However, resources in the Valuations and Operations Subactivity also heavily contribute.
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11.1.2G  Strategic Issues

Through 2002, maintain or increase the percentage of royalty and production reports submitted
by reporters without fatal errors. Fatal errors are those that would prevent the disbursement of
funds or further processing. We calculate the percentage of royalty and production report data
lines submitted by industry that clear fatal computer edits during initial processing. Anincreasein
percentage from the previous FY to the current FY would indicate that reports are more accurate.

By 2002, achieve a Compliance Index (Actual Voluntary Royalty Payments/Expected Royalty
Payments) of .98. The MMS began using an overall outcome measure called a compliance index.
The index is summarized by the following formula

actua voluntary royaty payments
expected royalty payments

Significant factors: The primary factors impacting our ability to achieve this goa are:

a) Congress has prohibited MM S from finalizing new Federa and Indian oil valuation regulations,
which would replace out-dated rules, until June 1, 1999, or until a negotiated agreement is
reached; b) current information systems are old and inflexible.

Operational process: Audit, manual and system verification, collection and enforcement, Indian
royalty compliance, regulations, and training royalty and production reporters.

Resources: To meet thisgoal, in FY 2000 MMS estimates it will need $84.488 million and
578 FTE with backgrounds in accounting, auditing, geology and petroleum engineering,
computing, and management and support services. The MMS also contracts for accounting and

ADP support services. These figuresinclude a pro rata share of General Administration support
costs.

11.1.3G  Related Budget Accounts, Budget Activities, Subactivities:

1. Account: Royalty and Offshore Minerals Management, Royalty Management, Compliance,
Valuation and Operations

11.1.4G  Proposed Legislation

No legidation is proposed at thistime.

11.1.5G  Impact of FY 2000 Budget Changes

Royalty Management Reengineering: The MMS is requesting atotal increase of $10 million, of
which $8.5 million has been applied to this goal to design, develop, and implement new royalty

management business processes and supporting information technology (1T) systems for the 21st
century. See Section 1.5.6 (Capital Assets/Capital Programming) for afull explanation. Once
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new systems are implemented, we will evaluate and measure the compliance cycle and document
trends.

11.2G FY 2000 Annual Performance Goal Detail and Narrative

Exhibit A - Performance Plan Detail and Narrative

Exhibit A displays the relationship of the mission goal, long-term goals, annual goals, and
supporting performance measures.

FY 1999 FY 2000
Enacted Proposed
BA
(000's) (000's)
Mission Goal: $73,939 $84,488
G. Improve reporters’ compliance with lease terms, rules,
regulations, and laws.

Long-term Goal

Through 2002, maintain or increase the percentage of royalty and production reports
submitted by reporters without fatal errors.

FY 2000 Annual Performance Goal:

* In 2000, increase the percentage of royalty and production reports submitted by
reporters without fatal errors to 98 percent. (02.07.01.01.00)

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to [Proposed
Plan [Actual | Congress
Percent received without fatal errors 975 97.75 | 96.8 97.5 98

Long-term Goal

By 2002, achieve a Compliance Index (Actual Voluntary Royalty Payments/Expected

Royalty Payments) of .98.

a7




FY 2000 Annual Performance Goal:
e In 2000, achieve a Compliance Index (Actual Voluntary Royalty Payments/Expected
Royalty Payments) of .9775 (02.07.02.01.00)

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Plan to [Proposed
Plan [Actual | Congress
Compliance Index 975 9725 | n/a 975 9775

Note: Before MMS calculates this index, we wait one year for industry to make adjustments to

their royalty and production reports and payments. In 1997 we calculated the 1995 index. We
show the projection for the 1997 index in 1999 and the 1998 index in 2000. The RMP is in the
process of calculating the 1996 and 1997 indices.

Note: All figures include amounts from annual appropriations and offsetting collections and
include a prorata share of General Administration support costs.

Note: The $10 million increase for reengineering will be utilized for system development in
FY 2000 and will begin to reflect in our performance during FY 2001 and beyond.

Goal Purpose:

The RMP' s compliance efforts have resulted in collections over $2 billion since fiscal year 1982.
Compliance efforts are responsible for the resolution of instances of noncompliance, resulting in
the collection of additional royalties, and are based on a cooperative effort involving States,
Indians, and the industry. The compliance process encompasses verification, audit, collection and
enforcement, and Indian royalty assistance.

The RMP uses avariety of automated and manual verification activities to ensure that companies
comply with several aspects of royalty reporting and paying and that volumes reported for royalty
purposes match reported sales and transfer volumes on production reports.

With auditors located primarily in Colorado, Oklahoma, and Texas, RMP develops, directs, and
conducts a comprehensive compliance audit program for royalty management activities. The
RMP also provides direction, guidance, and support to State and Indian auditors.

Status:

In FY 2000 our goals are to achieve 98 percent of royalty and production reports submitted by

reporters without fatal errors (those errors that would prevent the disbursement of funds or
further processing) and a compliance index of .9775.
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Organization and Processes - The RMP of today is function-based in terms of its business
processes and organizational structure, often constraining RMP employees from timely and
effectively coordinating or sharing the results of efforts to address and correct royalty reporting
and payment problems. The RMP must overcome existing functional constraints and align
ourselves with the public sector by pursuing modernization of its existing automated systems to
implement new processes, applications and technologies supporting RMP' s future concept of
operations.

Systems - The RMP s systems are too old and inflexible to efficiently support redesigned business
processes or changing mission requirements such as RSFA delegations and to support expanded
RIK programs. The mix of aging mainframe-based systems and substantial changes needed to
support reengineered business processes represents a major risk to future systems reliability and
operational stability. These factors could jeopardize RMP s ability to achieve GPRA-based
performance objectives such as timely and accurate disbursement of receipts.

Valuation - A mgor component of RMP s compliance effort is devoted to determining whether
the lessee has valued its production for royalty purposes in compliance with the appropriate
regulations. In recent years, energy markets have undergone a significant transformation,
outdating our regulations. This has created a need for new MM S valuation regulations that more
accurately reflect market conditions and provide greater certainty to royalty payors, the Federa
Government, and other Federal mineral revenue recipients. However, Congress has prohibited
MMS from finalizing new Federal and Indian oil vauation regulations, which would replace out-
dated rules, until June 1, 1999, or until a negotiated agreement is reached. If not published and
implemented, we will not be able to make significant improvementsin our compliance index.

Audit - Currently, RMP operates on a compliance/audit 6-year cycle and is focused on payors
rather than on properties. Reengineering efforts are focused on assuring compliance for all leases
in the shortest possible time, but not later than 3 years from the due date. Accomplishing lease
compliance within three yearsis not possible in a“business as usua” environment of an audit
strategy based primarily on company audits. Providing this earlier certainty will necessitate a
radical change in audit strategy.

Compliance Index - The current methodology for calculating the compliance index requires a
great deal of manua intervention; therefore, the index is calculated only once per year after
waiting several months for final reporting adjustments.

Accurate Reporting - Accuracy in reporting has dightly decreased in FY 1998. In FY 1998 we
received an increase in amended reports containing errors, as aresult of RSFA requirements to
resolve AFS/PAAS exceptions and as a consequence of our focus on major portion adjustments.
Additionally, many companies are upgrading to new systemsin an effort to become Y 2K
compliant, and new company systems often result in initial errors. We anticipate that many of
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these issues will be mitigated by FY 2000, enabling us to achieve our target of 98 percent of
royalty and production reports received without fatal errors.

Solid Minerals - Solid minerals industries have become more complex than in past years.
Products now produced from the ores involve extensive additives and refining to ready products
for sale. Significant sales volumes now involve foreign buyers under both arm’ s-length and
non-arm’ s-length situations. Current regulations provide little guidance for valuing production
under these varied situations. If not addressed, these issues could impact our achievement of our
target for the compliance index in FY 2000.

Federal Oil and Gas Royalty Simplification and Fairness Act of 1996 Implementation - Enacted
August 13, 1996, RSFA significantly changed many of MM S historical operating assumptions
and revenue processing methods. Implementation continues to be a very complex process
involving numerous rulemakings, computer system modifications, reporting changes with
accompanying payor guidance and new operational processes.

Goal Achievement:

We do not anticipate changes in base funding for FY 2000 to achieve the annual goals. The

$10 million requested for royalty management reengineering will be utilized for system
development in FY 2000 and will begin to reflect in our performance during FY 2001 and beyond.
Following final implementation, we anticipate this effort will produce significant improvements to
RMP s outputs and operational benchmarks and significantly impact all of RMP s mission goals
and measures.

Organization and Processes - The key reengineering design concept for 2001 is that work will
focus around defined producing areas and properties. Thisisamaor departure from the current
function based RMP approach and isin line with the way industry operates. The full range of
compliance and asset management activities including product valuation, verification, majority
price calculations, audit, etc., will be addressed on a property basis by basin groups. To refine
and advance these concepts, RMP established teams to implement this model in 1998. Our vision
for the future is that the three teams will assume responsibility for all compliance activities on
selected properties. Thisinvolves atransition from a conceptua to an operational model and
from amanual to an automated environment. These operational models will become the
foundation for program-wide implementation of the reengineered compliance and asset
management process. In FY 2000, we anticipate expanding operational model teams.

Systems - The recommended I T investments include implementation of arelational database
management system, workflow/case management tools, and commercia off-the-shelf accounting
products. A host of automated analytical tools and enhanced use of the capabilities of the world-
wide web for reporting and information exchange aso is contemplated. The RMP is confident
that the recommended reengineering improvements, coupled with amodernized IT environment,
will dramatically improve the overal performance of its accounting and compliance-related
business processes and ensure that future mission requirements are fulfilled at the lowest possible
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cost. The FY 2000 budget increase will fund year two of the three year reengineering project.
Changes that will impact the compliance index are scheduled for completion by the end of
FY 2001.

Valuation - The MMS has worked diligently over the last three years to produce valuation rules
that are fair to all parties--lessees and the public alike. We will publish the final rule for Indian gas
during the first quarter of 1999. We expect to publish the final rules for Federa and Indian oil
June 1, 1999, once the Congressional prohibition islifted. Once published, we anticipate positive
impacts to the compliance index for FY 2000 because of greater certainty for payors and MMS.
The MMS cannot and will not compromise on afair return for the American people, but we will
continue to maintain an open door to companies that want to settle past differences or clarify
issues for the future. In addition, MMS is partnering with the States of Wyoming and Texasto
test the circumstances under which royalties could best be taken in kind. 1n the fall of 1999,

MMS will begin an RIK pilot in Federal watersin the Gulf of Mexico. Asthe steward for mineral
assets on Federal public lands, we are determined to achieve afair value. Our reengineered
business processes and systems for the 21st century will give us the capability to make good
business decisions about whether it makes the best business sense to take production in value or in
kind.

Audit - A new approach, the Transition Audit Strategy for 1999 and Beyond, concentrates on a
property rather than a company basis. It is designed to be scaled to maximize coverage while
minimizing resource requirements and maintaining integrity and accountability. It asoisdesigned
to refine the audit portion of the compliance process so it can be efficiently transitioned into the
reengineered RMP compliance and asset management process by 2001. Over the following 2
years, MM S will wrap up residual audits for past periods and will be fully transitioned by the end
of CY 2003. The new strategy is an integrated plan that incorporates audit activities performed
by MMS, State, and Indian tribal auditors. Asthisis an evolutionary and transition strategy that
is highly integrated with reengineered compliance processes currently being developed and tested
in reengineering operational models, its implementation will be closely and frequently monitored.
Thiswill alow for needed adjustments based on lessons learned through implementation and
incorporation of reengineered compliance verification processes and technology.

Compliance Index - We will revise the compliance index as we reengineer RMP processes and
systems, and request system design to make the cal culation less resource-intensive and more
timely. The goal for the reengineered compliance index is to evaluate and measure the
compliance cycle and document trends both before and after reengineering processes are
implemented.

Reporting Accuracy - We are closely monitoring the accurate reporting measure to determine
what actions may be necessary to improve compliance. In FY 2000, as we complete conversion
of reporters to electronic format, we anticipate increased reporting accuracy. The royalty error
rate for electronically reported lines was 2 percent, compared with a 8 percent error rate on the
paper reports. Electronic reports produce more timely and accurate reporting at significantly less
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cost than paper reports. Electronic reports also streamline the error correction process because
the reporter can make their own corrections and quickly resubmit the reports to us.

Solid Minerals - The Royalty Policy Committee (RPC), an advisory committee made up of our
stakeholders, will soon make substantial recommendations to revise existing rules. Additionally,
MMS must improve severa solid minerals revenue collections processes to ensure accuracy of
collected revenues. New rules, if published by FY 2000, could impact the compliance index.

Federal Oil and Gas Royalty Simplification and Fairness Act of 1996 Implementation - Using
insight gained from outreach sessions and issue-specific workshops with our State and industry
congtituents, MM S has made significant progress in implementing RSFA:

» We published the final rule for delegating functions to States on August 12, 1997.

* With new software, we began paying overpayment interest in April 1997 and accepting
interest reporting in September 1977.

e We published an Interim Rule on August 5, 1997, to match lessees and designated royalty
payors, and established an RPC subcommittee to address related issues.

* Weadso resolved the 14,500 pre-RSFA cases involving discrepanciesin royalty and
production volume within the RSFA 2-year mandate.

* We published a new proposed rule on Appeals on January 12, 1999 incorporating RSFA
requirements.

* We published the Marginal Properties Relief proposed rule on January 21, 1999.

Over FY 1999 and 2000, we plan to publish more rulemakings that will contribute to our success
in this effort, including Revised State Delegation rule, Takes/Entitlements, and Chronic Erroneous
Reporting.  Asnew regulations are published to implement RSFA changes, there will be
potential impacts on the compliance index in FY 2000.

Benefits Derived:

In 1982, the Federal Government created MM S, establishing a comprehensive, consolidated
system for collecting, accounting for, and disbursing these revenues. Since that time, RMP has
provided more than $98 billion to Federal, State, and Indian accounts, including over $2 billion
from compliance activities. Roughly $60 billion has gone to the U.S. Treasury and $14 billion to
the Land and Water Conservation Fund, the National Historic Preservation Fund, and the
Reclamation Fund. In addition, over $10.9 billion has been distributed to 38 States and

$2.5 billion has gone to 41 Indian tribes and 20,000 individual Indian mineral owners (allottees).
In FY 2000, we anticipate collections of approximately $4 billion with approximately 86 percent
going to the U.S. Treasury, 11 percent to States, and 3 percent to Indian tribes and allottees.
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I1.1H Mission Goal: Provide Indian tribes with increased opportunities for education and
for assuming functional responsibilities with respect to the Royalty Management Program.

11.1.1H  Description:

The Secretary of the Interior supports facilitating the efforts of Indian tribes and tribal
organizations to plan, conduct, and administer such programs, functions, services, and activities,
or portions thereof, which the Department is authorized to administer on behalf of Indian tribes
and individual Indian mineral owners.

This goa focuses on increasing the number of Indian tribes that take part in one or more
educational opportunities or that assume one or more functional responsibilities

Primarily, resourcesin MMS's Compliance Budget Subactivity ensure that we meet this goal.
11.1.2H  Strategic Issues

By 2002, increase the number of Indian tribes that take part in one or more educational
opportunities or that assume one or more functional responsibilities. Educational opportunities
include participating in the royalty internship program, taking part in joint audit work, or
accessing online royalty data. Assumption of functional responsibilities include participation in
the co-op audit program, and entering into self-determination contracts or self-governance
contracts.

Significant factors: The primary factor impacting achievement of this goa is locating tribal
employees who meet or exceed the basic qualifications for the prospective work, and who are
willing to relocate for up to two years.

Operational process: Indian royalty assistance, Indian audit, and training tribal employees on all
other aspects of royalty management.

Resources: To meet thisgoal, in FY 2000 MMS estimates it will need $2.0 million and 19 FTE
with backgrounds in accounting, auditing, geology and petroleum engineering, computing, and
management and support services. The MMS also contracts for accounting and ADP support
services. These figuresinclude a prorata share of General Administration support costs.
11.1.3H  Related Budget Accounts, Budget Activities, Subactivities:

1. Account: Royalty and Offshore Minera's Management, Royalty Management, Compliance
11.1.4H  Proposed Legislation

No legidation is proposed at thistime.
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11.1.5H Impact of FY 2000 Budget Changes

Royalty Management Reengineering: The MMS is requesting a total increase of $10 million, of
which $.2 million has been applied to this goal to design, develop, and implement new royalty
management business processes and supporting information technology (1T) systems for the 21st
century. See Section 1.5.6 (Capital Assets/Capital Programming) for afull explanation. Once
implemented, new MM S system features will be available to our Indian constituents.

I11.2H FY 2000 Annual Performance Goal Detail and Narrative
Exhibit A - Performance Plan Detail and Narrative

Exhibit A displays the relationship of the Mission Goal, long-term goals, annual goals, and
supporting performance measures.

FY 1999 FY 2000
Enacted Proposed
BA
(000') (000')
Mission Goal: $1,751 $ 2,000

H. Provide Indian tribes with increased opportunities
for education and for assuming functional
responsibilities with respect to the Royalty
Management Program.

Long-term Goal
e By 2002, increase the number of Indian tribes that take part in one or more educational
opportunities or that assume one or more functional responsibilities.

FY 2000 Annual Performance Goal:

» In 2000, increase the number of Indian tribes having system access to 16
(02.08.01.01.00), taking part in training IPA’s or internships to 5 (02.08.01.02.00), and
assuming functions (audits, etc.) to 9 (02.08.01.03.00).

Performance Measure FY 1997 FY 1998 FY 1999 |FY 2000
Actual Planto [Proposed*
Plan [Actual | Congress
Tribes with System (BIS) Access 13 15 14 15 16
Tribes Training IPA’s or Internships 3 4 4 5 5
Tribes Assuming Functions (audits, 8 8 8 8 9
etc.)




L All tribes assuming functions (audits or self-governance agreements), or who are involved in
the internship programs, already have system access; therefore the System Access measure states
the total tribes cumulatively.

Note: All figures include amounts from annual appropriations and offsetting collections and
include a prorata share of General Administration support costs.

Note: The $10 million increase for reengineering will be utilized for system development in FY
2000 and will begin to reflect in our performance during FY 2001 and beyond.

Goal Purpose:

Under the Secretary's American Indian trust responsibilities, MM S is responsible for Indian
mineral royalty collection and disbursement functions. We are also responsible for assisting tribes
in assuming functions performed on their behalf because of their status as Indians, as provided by
the Indian Self-Determination and Education Assistance Act, P.L. 93-638, as amended. The goa
isto facilitate tribal assumption of the work MM S does on Indian trust resources.

To help tribes prepare to assume royalty management services, MMS offers a number of
opportunities, including on-line monitoring of royalties and accounts, learning our royalty
collection processes through a new internship program for tribal employees, and handling royalty
audit work through cooperative agreements.

Status:

In FY 2000, our goa isto increase to 16 the number of Indian tribes that take part in one or more
educational opportunities or that assume one or more functional responsibilities.

The Royalty Internship Program is intended for mineral producing tribes desiring to increase their
royalty management expertise. Candidates must be permanent tribal employees. If the tribe seeks
training beyond the “awareness’ level, the candidate needs to meet or exceed the basic
qualifications for the prospective work. The candidate may need to devote one-half to full timeto
this program for several months, possibly up to two or more years. The candidate is expected to
continue as atribal employee upon completion.

We expect that tribes with larger annual mineral royalties (12 of the 41 tribes we currently serve
receive mineral royalties in excess of $1,000,000 annually) will have greater interest in the
assumption of royalty management functions. However, our efforts to educate and encourage the
assumption of our functions will span all tribes that we serve.
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Goal Achievement:

We do not anticipate changesin FY 2000 base funding to achieve thisgoal. We have eight tribes
that have assumed royalty audit work under seven cooperative audit agreements pursuant to
Section 202 of the Federal Oil and Gas Royalty Management Act. We have not had any formal
proposals from tribes for Self-Determination or Self-Governance contracts.

In FY 2000, we anticipate one additiona tribe will assume royalty audit work. We also anticipate
that in FY 1999 and FY 2000 we will provide system access to one additional tribe each year.

We anticipate one additional tribe participating in an internship in FY 1999, but because earlier
internships will be phasing out, we do not anticipate the total tribesinvolved in internshipsto
increasein FY 2000.

We are working with tribes to let them know of our interest in them successfully assuming
functionsif they wish. We recommend they get involved in our work, at least by accessing our
databases so they can independently review the mineral royalty information we have. If they
would like to get more involved, but lack the expertise, we have a program called the Royalty
Internship Program.

Considering customer needs, we designed a flexible training program, built around on-the-job
training and customized to the tribe’s needs for their intern. Interns will receive desired training in
RMP s minera revenue management activities, which can include royalty accounting, report
processing, exception resolution, audit, and valuation. We use Intergovernmental Personnel Act
Agreements similar to those used for FOGRMA Section 202 cooperative agreement internships.
We negotiate reimbursement to the tribe for much of the cost for a participant.

We coordinate transfer of Federal programs with other agencies through our participation in
IMSC. The IMSC comprises representatives from BIA, BLM, the Department’ s Office of Policy,
Management and Budget, the Office of Trust Funds Management, MMS, and the Office of the
Secretary, and acts as a forum to facilitate the resolution of Indian mineral resources and royalty
management iSsues.

The newest royalty intern is from the Crow Tribe in Montana. The intern will spend ayear with
MM S employees receiving hands-on experience in coa valuation. The second year, the
Colorado 205 delegation will train thisintern as she learns about coa auditing. Thisisaunique
partnering between Indian leases and Colorado Federal leases -- it should prove to be win/win for
all.

Benefits Derived:

Our goal isto facilitate tribal assumption of the work MM S does on Indian trust resources. The
Royalty Internship Program is intended for mineral producing tribes desiring to increase their

56



royalty management expertise. Increased system access also provides tribes with the necessary
link to MMS.

Section 111 - Means Goals

Based on the response and direction of OMB, the General Accounting Office, and Congress to
focus on programmatic goals and to keep management and means type goals to a minimum, MM S
will remove the administrative and human resources goals in the next formal revision to the
Strategic Plan. In the interim, these goals will no longer be considered part of the Strategic Plan
and will not be included in the Annual Plan or in the annual report. Support documents are being
developed and will be available for the following administrative and human resource goals that
were previoudly contained in the Strategic Plan.

. Ensure continuous development and growth of MM S employees.
. Increase employee innovation, involvement, and decision making.
. Provide timely recognition and reward for contributions that support the MM S mission.

The MMS also will implement and respond to the Department’ s human resource goals.
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Exhibit B
Section 1V - Performance Measures and Verification

Goal Annual Performance Performance Measure and Baseline Data Collection Strategy Validation
Code Goal Definition
01.01.01.01.00 | In FY 2000, achieve an | Ratio: In 1996, the baseline year, the | Information and datais Information is validated
accident index not # incidents x severity factor accident index ratio was 0.612 | reported by industry, the through on-site inspections,
greater than 0.588. # activities x complexity/risk Coast Guard, MM S interviews, discussions with
factor inspectors, and other reporting officials.
authorities. Thefiled report | Information from other
datais entered into the MM S | Federal reporting agencies
Technica Information may be presumed to be
Management System accurate due to their
(TIMS). position as office of record.
01.02.01.01.00 | In FY 2000, show a Ratio: Methodology is being Information and datais
decrease in the number | # incidents determined. Data gathering has | reported by industry, the

of adverse
environmenta impacts
per OCS mineral
development activity
below the 1998
baseline.

# of mineral devel opment
activities

[To be more fully developed]

begun. Baseline will be
determined by 3/99.

EPA, MMS, and others.
Calculation will be PC-based
and measure will then be
entered in performance
matrix.
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Goal
Code

01.02.02.01.00

Annual Performance

Goal

In FY 2000, show a
0.01 decreasein the
amount of oil spilled
below the 1992-96
average level of 5.09
barrels spilled per
million barrels
produced.

Performance Measure and
Definition

Ratio:
Amount of oil spilled
Amount of oil produced

Baseline

The baseline is the 1992-1996
average of 5.09 barrels spilled
per million barrels of ail
produced

Data Collection Strategy

Operators report al
spills to the to Coast
Guard' s National
Response Center
(NRC) and report all
spills> 1 bbl to
MMS. NRC sends
MMS adaily set of
reports that fall
within MM S
specifications. This
information is
downloaded into the
(TIMS).

Production datais
measured from OCS
meter readings.
Production is
reported by royalty
payors to RMP
where it isinputted
into the Audited
Financial System
(AFS) and by
offshore operatorsto
RMP whereit is
inputted into the
Production
Accounting and
Auditing System.

Validation

OMM inspects
meters for
reliability. The
production datain
the AFS and PAAS
systemsis cross
checked and any
discrepancies are
researched, audited,
and corrected by
RMP to ensure
royalties are paid on
the correct
production
amounts.
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Goal
Code

01.03.01.01.00

Annual Performance
Goal

In FY 2000, maintain
theratio of high bids
received for OCS leases
to the greater of
MMS s estimate of
value or the minimum
bid at the 1989-1995
average of 1.8to 1.

Performance Measure and
Definition

Ratio:

Value of high bids received
versus the greater of MMS
estimate of value or the minimum
bid.

Baseline

The 1989-1995 average was
1:8to 1.

Data Collection Strategy

Data extracted from TIMS,
manually calculated, and
manually entered into a
performance matrix.

Validation

Datais cross checked
against related information
submitted to RMP or
independently acquired to
assess accuracy or
consistency.

01.03.02.01.00

In FY 2000, decrease
below the 1989-96
average level to no
more than 6.7 percent
of tracts classified as
non-viable at time of
sale but on which a
lessee makes a
discovery within 5
yearsthat awell is
capable of producing in
paying quantities.

# of commercia discoverieson
“non-viable” tracts divided by
the # of leased tracts classified as
“non-viable”

Basdlineis 7 percent based on
1989-1996 average. Because
the factors that determine the
economic viahility of lease can
change over time, many years
of data should be used to
determine abaseline. The
1989-1996 period represents
most current data when basdline
was established.

Data extracted from
MONTCAR runs, company
notifications of discovery,
and MM S determinations of
producing in commercial
guantities. Percent
calculated manually and
entered in performance
matrix.

01.04.01.01.00

In FY 2000, show an
increase in the annual
number of leases on
which exploratory wells
aredrilled to 265

Increase, by a specific amount,
the number of leases on which
exploratory wells are drilled

Basdline is 250 leases annualy,
based on 1992-1996 average.
Because many factors affect
drilling decisonson alease, a
recent five- year period was
averaged.

Datais obtained from Permit
to Drill applications and
approva forms and from
completion reports.

Datais cross checked
against related information
submitted or independently
acquired to assess accuracy
or consistency.
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Goal
Code

01.04.02.01.00

01.04.02.02.00

Annual Performance
Goal

In FY 2000, reducein

the rate of declinein the

oil and gas reserves-to-
production ratio that
occurred from 1990-
1995, which was:

* .82/year for oil and

* 3llyear for gas

Performance Measure and
Definition

Annual change in the ratio of:

Level of proved reserves
Annua OCS production

Baseline

The basdline for ail is.84 per
year and for gas the average is
.32 per year for the period
1990-95.

Data Collection Strategy

Reserves datais
submitted by the
companies and
independently
calculated by MMS
reserve specidists.
Production datais
measured from OCS
meter readings.
Production is
reported by royalty
payors to RMP
where it isinputted
into the Audited
Financial System
(AFS) and by
offshore operatorsto
RMP whereit is
inputted into the
Production
Accounting and
Auditing System
(PAAS). RMP
validates data and
then sendsto OMM
for downloading into
TIMS.

Validation

The production data
inthe AFS and
PAAS systemsis
cross checked and
any discrepancies
are researched,
audited, and
corrected by RMP
to ensure royalties
are paid on the
correct production
amounts.
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Goal Annual Performance Performance Measure and Baseline Data Collection Strategy Validation
Code Goal Definition
In Calendar Year 2000, | Increase in total OCS calendar In 1996, Basdline annual . Qil and gas . Qil and gas
show annua OCS year production production: production -see production - see
production of: above. above.
429 (oil) . Salt and sulphur . Salt and sulphur is
1.04.03.01.00 |* 601 million barrels of 5.0 (gas) production, on verified and
oil 2.1 (sulphur) which royalties are validated in the
.81 (sand & gravel) also owed, is same manner as oil
01.04.03.02.00 | * 4.9 trillion cubic feet handled in the same and gas production.
of gas manner as oil and
gas.
01.04.03.03.00 | * 2.1 million long tons . For sand and gravel, | Sand and gravel
of sulphur production may be reports can be
determined by the checked against
01.04.03.04.00 | * 21.5 million cubic US Army Corps of volume
yards of sand and Engineers for determinations
gravel projectsin which made from acoustic
they play a soundings of the sea
significant role. floor.
02.05.01.01.00 [ In FY 2000, the Percentage of dollarsdisbursed | In 1996: 93 % Mainframe application - Verified by employeesin
percentage of the timely to States and Indians. dollars disbursed to States or | conjunction with late
collected dollars and distributed to Indians are disbursement interest.
accompanying compared with later of the
information that is royalty receipt date or the
provided timely to payment receipt date
States and Indians is
98.7 percent.
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Goal Annual Performance Performance Measure and Baseline Data Collection Strategy Validation
Code Goal Definition

02.05.02.01.00 | In FY 2000, late Amount of late disbursement In 1996: $164,000 Mainframe application that | Verified by employees
disbursement interest interest paid to States. shows actual dollars manually reviewing reasons
costs are targeted at disbursed to States and for interest being paid.
$40,000. Indians for late disbursement

interest.
In FY 2000, increase Percentage of royalty and In 1996: Mainframe data download to | Verified by employees
the percentage received | production reports and dollars Royalty reports ........ 72% | PC-based calculation; manually reviewing
electronicaly for: submitted electronically.? Production reports . . . . . 47% | manually entered into reporters and payors filing
Dollaas ............. 92% | performance matrix.. electronicaly to total

02.06.01.01.00 | * royalty reportsto 99 universe of reporters and
percent payors.

02.06.01.02.00 | * production reports to
99 percent

02.06.01.03.00 | * dollarsto 96 percent

02.07.01.01.00 | In FY 2000, increase Percentage of royalty and In 1996: 97.5% Mainframe application that | Verified by employees
the percentage of production report lines submitted shows which lines on reports | manually working to have
royalty and production | correctly the first time by reject the reporters correct the
reports submitted by industry. rejected lines.
reporters without fatal

errors to 98 percent.

2 Our recent technol ogy analysis provided an MMS plan for converting the remaining reporters. Based on this plan, we are extending our initial
1999 target to 2000. The previous target of 100 percent has been adjusted to exclude small reporters for which electronic reporting would be a hardship.
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Goal Annual Performance Performance Measure and Baseline Data Collection Strategy Validation
Code Goal Definition
02.07.02.01.00 | In Calendar Y ear 2000, | Ratio: In 1996: .95 PC-based application Verified by employee using
achieveacompliance | Actua voluntary royalty (calculated on the year 1994) gathering and manipulating | documented procedures
index (calculated on payments/ Expected royalty data from the mainframe
the year 1998) of .9775 | payments
In FY 2000, increase Numeric count; At end of 1996: Numerical Count of Tribes | Manual
the number of Indian Number of Indian tribes that take
tribes: part in one or more educational | 11 tribes w/ access to databases
opportunities or that assume one | (Business Information System);
02.08.01.01.00 | * having system access | or more functional
to 16 responsibilities. 7 tribes participate in
FOGRMA sect. 202 audit
02.08.01.02.00 | * training IPA’s or agreements
Internshipsto 5
2 tribes had Internships.
02.08.01.03.00 | * assuming functions

(audits, etc.) to 9




Appendix

Index of Common Terms

Goal Category, this optional classification exists only to provide a common way of grouping the
major themes of an organization.

Mission Goal is a classification identifying outcome-oriented goal that defines how an
organization will carry out its mission. For MMS, amission goal is also a GPRA Program
Activity.

Long-Term Goals are the "genera performance goals and objectives' identified in the
Government Performance and Results Act (GPRA). They define the intended result, effect, or
conseguence for what the organization does. They provide a measurable indication of future
success by providing target levels of performance and atime frame for accomplishment. Long-
term goals should focus on outcomes rather than outputs (products and services).

Annual Goal isa 1-year increment of the long-term goal. It contains atargeted level of
performance to be achieved for a particular year. It isto be expressed in an objective, quantifiable,
and measurable form. The Office of Management and Budget’s approval of an alternative form of
evaluating the success of a program is required if the annual goal cannot be expressed in an
objective or quantifiable manner.

GPRA Program Activity is described as the consolidation, aggregation or disaggregation of
program activities that are covered or described by a set of performance goals, provided that any
aggregation or consolidation does not omit or minimize the significance of any program
constituting a major agency function or operation. For MMS, it is the same as a Mission Goal.
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